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GOVERNMENT VERSUS THE BANKS 


PROPER ROLE OF BANKS IN CREDIT EXTENSION 


MPRESSIVE as are the results 
achieved in recent months by the 
aggressive government efforts over 
a wide economic front, it is in- 

creasingly apparent that recovery cannot be 
attained in a brief period. Therefore com- 
mercial banks cannot look to rapid increase 
in the number of potential borrowers who 
can repay short-term loans. The tone of dic- 
tation and condemnation of banking con- 
servatism in the extension of credit, voiced 
by various government officials, is evidence 
of misconception of the proper sphere of 
bank operations. It is clear that the prob- 
lem of financing recovery based on ‘“‘a going 
country instead of a busted one” is one of 
supplying capital credit, since this transi- 
tion may take years rather than months. 
The banks have justly refused to be brow- 
beaten into making loans which the govern- 
ment’s own examiners would classify as 
slow or doubtful; they can never forget 
their responsibility for payment of deposit 
liabilities. While the depositor may be 
guaranteed against loss of his funds in the 
case of failure, the bank is not guaranteed 
against withdrawal or shifting of such de- 
posits elsewhere. The crux of the difference 
of opinion between the government and the 
banks lies in the recognition by the latter 
that severe drains on capital reserves have 
been made by the years of depression. One 
method by which the government has at- 
tacked the high liquidity of banks can be 
found in the avowed intention to substitute, 
by means of the deposit guaranty plan, the 


requirement of solvency for that of liquidity. 
Yet this in no way alters the primary respon 
sibility of banks to their depositors nor does 
it improve the short-term credit status of 
potential bank borrowers. The solution to 
financing a hoped-for business improvement 
lies with those who control the supply of 
money. The public has too long labored 
under the misapprehension that banks “‘con- 
trol’ credit. When a business, required to 
increase its costs under an industrial code, 
depletes both capital and earning power, it 
is clearly in need of another type of accom- 
modation. Capital. either fixed or in inter- 
mediate form, similar to that now accorded 
to agriculture, is required, as it will doubt- 
less take considerably more than a year for 
the effects of recovery to be translated into 
profits. The Reconstruction Finance Cor- 
poration has offered to subscribe to new 
preferred stock of banks. This provides an 
expensive form of money which may be of 
assistance to many banks, but does not go 
to the root of the problem. It has also of- 
fered loans to banks, trust companies and 
mortgage companies at 3% interest, but as 
the term is limited to six months it will not 
prevent freezing of bank loans made for 
capital credit purposes. 

The banks are actively soliciting loans 
where the capital structure of a business 
enterprise provides adequate equity. The 
government must learn to discriminate be- 
tween the kinds of credit and might better 
exert its efforts toward a modification of 
the Securities Act which imposes a prohibi- 
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tion upon new capital issues. The tremen- 
dous personal liability imposed upon officers 
and directors of corporations has prevented 
even large companies from expanding their 
production and payrolls. Inasmuch as the 
government at present controls the capital 
market as the only large borrower, it must 
either release the market to private borrow- 
ers or give them indirect access to it through 
creation of institutions empowered to lend 
at intermediate terms on the security of 
debenture bonds, mortgages on plants, or 
similar industrial collateral. It is probable 
that such a step is necessary in any event 
as the private sources which formerly fi- 
nanced small concerns are no longer in a 
position to undertake such assistance. 

In such wise the present seeming conflict 
between the government and the banks, 
which showers abuse upon the latter, may 
be resolved in a way which will not only 
meet the present problem but serve a useful 
purpose in days to come. 


o, 2, 
~ Ld ~ 


ADEQUATE LEGAL PROTECTION 
FOR TRUST FUNDS 


VENTS of the recent past have dem- 
onstrated in unmistakable manner 
the necessity for strengthening of 

state laws designed to protect beneficiaries 
of trust funds held by corporate fiduciaries. 
A survey of the laws of the forty-eight states 
with relation to the question of whether 
estate funds are accorded the status of pre- 
ferred claims in the event of liquidation or 
closing of the bank, has been conducted by 
Trust CoMPANIES Magazine, and the re- 
plies to questionnaires sent to the banking 
departments of each state are tabulated on 
page 244 of this issue. Further inquiry was 
also made as to the requirements in each 
state for deposit of securities, by corporate 
fiduciary institutions, either with state au- 
thorities to secure the faithful performance 
of trust obligations and to satisfy trust credit- 
ors, or with the trust department as security 
for deposits of cash made by said depart- 
ment in the commercial department of the 
bank. This information is likewise included 
in the tabulation. The total lack of laws 


for the adequate protection of trust proper- 
ties in several states and the incomplete or 
indefinite protection afforded in other states 
is a challenge to all trust executives. Their 
utmost efforts should be exerted toward se- 
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curing legislation according preference to 
cash held in fiduciary capacities by trust 
institutions and freeing it from all liability 
for other debts of the bank or trust company. 


Of the forty-eight states only fifteen 
definitely provide by statute that cash held 
in a fiduciary capacity by trust departments 
shall be preferred over all other claims of the 
institution, while court rulings in thirteen 
additional states have interpreted the stat- 
utes to give varying degrees of preference, 
in some cases limited to the amount of cash 
on hand or in the bank’s vault. In many 
others the question has not arisen and there 
is therefore no court decision, but several 
definitely class claims to such cash with gen- 
eral claims against bank assets. Although 
cash is usually but a small proportion of 
total trust funds, there are frequently times 
when it may be a sizable part of an individ- 
ual estate, and it is essential to the protec- 
tion of trust beneficiaries that no part of 
their funds be liable for other obligations of 
the fiduciary institution. The tremendous 
importance of this protection has been strik- 
ingly evidenced in the case of such bank 
failures as those of the Bank of United 
States and the Harriman National Bank & 
Trust Company, both of New York City, 
and the Bank of Pittsburgh, National Asso- 
ciation of Pittsburgh, Pa. In the latter two 
cases all cash belonging to trust estates was 
fully covered by eligible securities, which 
under national bank law are required to be 
given in exchange for deposits of trust cash 
with the commercial department, and in the 
former instance such cash was covered by 
similar requirements of the New York State 
law. 

Several states have followed the lead of 
the national bank law with relation to stat- 
utory requirements for the deposit with 
trust departments of qualified securities 
against cash deposited with the commercial 
department of the individual bank or trust 
company, but the excellence of this protec- 
tive measure is tempered by the possibilities 
of depreciation of securities below the 
amount of cash deposits. A number of 
states go still further in safeguarding fidu- 
ciary funds from extraneous liability by de- 
manding the deposit of securities with the 
treasurer or banking department of the 
state to insure the “‘faithful performance of 
trust duties” by trust departments. The 
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amount of such deposit varies in the differ- 
ent states from a set minimum to a propor- 
tion of capital, or capital and surplus of 
each institution authorized to exercise trust 
powers, but rarely bears any relation to the 
amount of trust funds held. The question 
arises here as to whether such deposits could, 
in all events, be counted on to accomplish 
their purpose and whether there is not pos- 
sibility of diversion of this pledge as a fund 
to guaranty trust assets against unavoidable 
depreciation. 

The wide diversity apparent from a study 
of this tabulation cannot but lead to the 
conclusion that there are many weak and 
vulnerable points in one of the most primary 
bulwarks of trust protection, and that in 
their endeavors to surround their trusts with 
adequate safeguards, trust executives should 
seek uniformity in securing such laws for 
their states as have been proven to meet 
fully the desired ends. Appointment of a 
qualified commission to cooperate with the 
governors and banking departments in 
drafting fiduciary legislation is sadly needed 
in several states, and could well follow the 
example of Delaware and Utah. 


2°, 2 2°, 
w 1 MY 


WHAT ARE TAXABLE GIFTS? 


HE Bureau of Internal Revenue 
defines taxable gifts as follows: Tax- 

able gifts are not restricted to the 
most usual and obvious kinds, such as gifts 
of cash, real property, chattels, stocks, and 
bonds, including all federal, state, and 
municipal bonds. A gift may consist of any 
species of property whether in trust or 
otherwise and whether direct or indirect. A 
taxable gift may be effected by the declara- 
tion of a trust; by foregoing a debt; by 
assigning a judgment; by assigning the 
benefits of a contract of insurance; by nam- 
ing a beneficiary other than the donor or his 
estate of a contract of insurance; by paying 
a premium under a contract of insurance, 
the legal incidents of ownership of which are 
held by another; by conveying title to an- 
other and the donor as joint tenants or to 
the donor’s wife or husband and the donor 
as tenants by the entirety; by purchasing an 
annuity for the benefit of another; by pur- 
chasing services for the benefit of another; 
or by permitting another to withdraw 
funds from a joint bank account deposited 
by the donor. 
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OFFICIAL RECOGNITION OF 
TRUST INTEGRITY 


O field of business enterprise appears 
to have withstood the crucial tests of 
the world-wide economic cataclysm 
with greater success and adaptability than 
has the corporate fiduciary. The trust in- 
stitution has had a dual responsibility not 
merely as a conservator of property but 
equally as a provider through gocd times 
and bad. With no precedent as a guide, 
trust executives have labored faithfully 
while faced with the necessity of securing 
adequate income for beneficiaries. It has 
now become possible to determine that the 
precepts on which the trust institution are 
founded have endured through the stress of 
drastic and general deflation—and that the 
promises and objectives have been realized. 
The effects upon trust departments of the 
national banking holiday and restrictions 
placed on banks not in position to resume 
normal banking facilities, have tested the 
weakest link in the chain of fiduciary pro- 
tection. 


Yet, even the trust departments so 
handicapped have, according to no less an 
authority than the Comptroller of the Cur- 


rency, justified the trust reposed in them. 
In a statement prepared by Mr. O’Connor 
and read before the Trust Division at the 
American Bankers Association convention, 
he officially recognized their record for faith- 
ful performance of duties and stated that 
trust men were “justifiably proud and 
jealous of the reputation gained by corpo- 
rate fiduciaries as a result of years of faith- 
ful, conscientious and economical adminis- 
tration of trust relationships.”’ It is signifi- 
cant that Mr. O’Connor, in a position to 
evaluate the work of the 1,774 trust depart- 
ments under his supervision as of June, 1932, 
praises their work. Speaking of the 345 
trust departments of banks placed under 
conservatorship following the national bank 
holiday, he says: ‘‘If experience thus far 
can be taken as a criterion, it is the opinion 
of the Comptroller of the Currency that the 
general situation with respect to the trust 
departments involved is, on the whole, very 
satisfactory, and the ‘record’ constitutes an 
important contribution to the maintenance 
of public confidence in the corporate 
fiduciary.” 
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BEFORE THE BAR OF PUBLIC 
OPINION 


T has become increasingly evident that 
the public, who own and are de- 
pendent on the banks for their eco- 
nomic welfare, has a right to know the ele- 
ments of sound banking. The national 
banking holiday brought to the people a 
realization of the importance of a properly 
functioning banking system. Subsequent 
events have but emphasized the lack of ap- 
preciation of the true relations which the 
banks bear in the economic picture. Bank- 
ers are being tried before the nation-wide 
jury of an enquiring public, charged with 
the larger share of responsibility for our 
economic plight. It is both fitting and nec- 
essary that these charges be answered, and 
that, in simple and straightforward manner. 
Further silence in the face of uninformed 
public opinion might readily be taken as ad- 
mission of guilt. The banker has a strong 
case, but its presentation must take the form 
of education, and fortunately the people are 
in a receptive mood to learn. Probably in a 
majority of instances, bank liquidations or 
closings were due to pressure which the com- 
munity itself exerted on its banks for accom- 
modations to keep it in the van of “‘progress.”’ 
Representatives of the nation’s banking 
institutions who are responsible for the in- 
terpretation of banking and trust opera- 
tions to the public, at the recent conference 
of the Financial Advertisers Association, 
acknowledged the pressing need of a frank 
and aggressive policy of presenting banking 
relationships. The sense of mystery which 
has surrounded the banking business for 
generations, has, at a most critical time, 
borne the fruit of unwarranted misgivings 
and hysteria by a too naive public. The 
confidential nature of many banking and 
trust relationships has long dictated a pro- 
gram of reticence. Little account has been 
taken of the degree to which depositors and 
even citizens unidentified with the bank 
could influence the stability of the banking 
structure. Faith based on ignorance is ex- 
tremely fickle and it is a natural American 
trait to seek sanctuary in legislative restric- 
tions. No one is more interested in elimina- 
tion of weaknesses in banking law than the 
banker, but if hasty and ill-conceived legis- 
lation is to be averted, a policy of informa- 
tive publicity must be actively pursued. 
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THE POWER OF THE PRESS 


HE millions of dollars spent by trust 
companies and banks throughout the 

country to advertise their trust serv- 
ices constitute an eloquent testimonial to 
the power of the press in molding public 
opinion and in educating the public to a 
consciousness of the value of these services. 
Such advertising, effective as it may be with 
readers of the financial pages of newspapers, 
does not reach, in an altogether impartial 
fashion, large numbers of trust prospects 
whose interests are confined to the news sec- 
tions. Too little attention has also been 
given to fostering good-will toward cor- 
porate fiduciaries of that part of the public 
who, though not trust prospects, neverthe- 
less are influential in affecting the accept- 
ance of trust services. Trust institutions 
have rarely publicized their work in its 
human and more appealing aspects. Yet, 
buried in trust department files or relegated 
to the memory of trust executives, are color- 
ful volumes of drama and testamentary 
perversity, which, without violation of con- 
fidential fiduciary relations might well serve 
to reflect the humanity and enduring pro- 
tection of corporate trusteeship. 

Trust departments are managing the 
funds of vast public benefactions in edu- 
cation, medical and scientific research and 
community development in which too often 
their efforts pass unnoticed. These activi- 
ties are of general interest and might be 
made the subject of publicity releases. Only 
recently have some of the newspapers made 
mention of will appointments of corporate 
fiduciaries to carry out the life-long work 
and desires of prominent men and women. 
This is but one important phase in reach- 
ing the many people who rarely read the 
financial sections cf their daily papers, 
and from whom must be drawn the friends 
and clients of the trust department bv 
developing a sympathetic understanding 
of its services. That leaders in many 
communities have availed themselves of 
the opportunities offered by corporate 
fiduciaries cannot but have influence on 
others. Publicity directors of trust insti- 
tutions might also appropriately consider 
the desirability of arousing, by recital of 
“‘*human-interest”’ stories, sympathetic inter- 
est of those who contribute to trust growth, 
or fashion legislative and social channels. 





TRUST COMPANIES 


UNPRECEDENTED DECISION ON 
LAW OF TRUST INVESTMENTS 


HE recent decision of Judge Slater, 
Surrogate of Westchester County, 

New York, in the settlement of the 
account of the Flint Estate, has aroused 
discussion and comment. If it is to stand 
with full force and effect, lawyers and trus- 
tees alike must revise their opinions not 
only as to some of the rules governing in- 
vestments by trustees, but also as to the 
effectiveness of words in wills and trust 
agreements which grant to trustees the 
power to invest as they “shall deem wise, 
without being restricted to classes of invest- 
ments which alone an executor and trustee 
is authorized by law to make.’”’ When a 
decision virtually sets aside a statute, runs 
counter to general rules of law apparently 
well established by our courts and is so 
unprecedented that its ultimate conse- 
quences may be disastrous to estates as well 
as to financial institutions, it demands 
serious consideration. 

The will divided the estate into ten shares 
and provided for distribution of nine shares 
by the executor. One share was left to the 
trust company in trust to be delivered to the 
beneficiary, William Flint, when he reached 
the age of 45. At that time the will author- 
ized the trust company to “transfer and 
deliver to him the principal.’’ The evidence 
showed that the beneficiary, a man of full 
age and sound mind, had asked the trustee 
to invest in participating mortgage certifi- 
cates because of the excellent yield from 
such investments. The trustee invested 
practically all of the funds in such certifi- 
cates some of which did not mature until 
after the date set for distribution. From 
time to time the beneficiary had borrowed 
on his inheritance and assigned his rights. 
Upon the termination of the trust the as- 
signees sought to surcharge the account of 
the trustee for losses due to depreciation in 
value of the mortgage certificates. 

The trustee contended that section 188, 
subdivision 7 of the Banking Law expressly 
authorized such investments by corporate 
trustees and expressly provided for the 
allocation to trust estates of portions of 
mortgages owned by them and represented 
by mortgage certificates. Likewise section 
111 of the Decedent’s Estate Law and sec- 
tion 21 of the Personal Property Law speci- 
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fically authorized such investments by 
trustees. There was no evidence of bad 
faith or improvidence on the part of the 
trustee. But the Court decided that the 
account of the trustee should be surcharged 
and that the trustee should be forced to 
transfer to itself the certificates at their 
par value plus interest, and deliver cash to 
the assignees of the beneficiary. Realizing 
the far reaching effects of his decision the 
Surrogate wrote a long opinion, noteworthy 
in that it reviews at length the history of 
New York laws governing trust invest- 
ments and discusses numerous decisions 
covering a long period of years. An analysis 
of the opinion indicates that in disregarding 
the provisions of the will and apparently 
casting aside the statutes above referred to, 
the court relied chiefly on four points. 
First, practically all of the trust funds were 
invested in one form of security, namely, 
participating mortgage certificates. Second,’ 
some of the mortgages did not mature until 
after the date of distribution as provided in 
the will. Third, the principal of the estate 
should be distributed in money. Fourth, 
the world depression was not the approxi- 
mate cause of the loss in the value of the 
securities. 

Bearing in mind that the statutes of New 
York specifically provide for the investment 
of trust funds in participating mortgage 
certificates in the manner which the trustee 
observed strictly, and referring to the pro- 
visions of the will and to the decisions of 
our courts, we are forced to conclude that 
the decision is a complete reversal of the law 
applicable to investments by trustees. The 
principal of the trust fund was invested in 
participating mortgage certificates not only 
because they were legal under our statutes 
and under the broad discretionary powers in 
the will, but also because the beneficiary 
expressly requested the investments. Only 
recently in the Estate of Adriance, the Surro- 
gate of Kings County called attention to the 
fact that many financial authorities advo- 
cate wide diversity of investments while 
others agree with the admonition of the late 
Andrew Carnegie: “Put all your eggs in 
one basket and watch the basket.”” Some 
of the certificates did not mature until after 
the date set for distribution of the estate. 
Although, as a general rule, trustees should 
select investments with due consideration 
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for the date upon which the estate ter- 
minates, the fact that some of the invest- 
ments do not mature on that date is no real 
argument in support of the proposition 
that the trustee should be surcharged for 
depreciation in value of the securities. 
Particularly in view of present economic 
conditions there are decisions which hold 
that a trustee should not be considered 
lacking in good faith or prudence because 
of such an investment. 


The Surrogate held that the principal of 
the estate should be distributed in money, 
but the will does not speak of money and 
it is a general rule that the principal of a 
trust estate may be distributed in money or 
in kind. One of the surprising statements in 
the opinion is that the world depression was 
not the proximate cause of the loss and 
that there never was a market for these 
participation certificates except as value 
was given to them by the trustees. On this 
point the court disregarded numerous recent 
decisions which have taken judicial notice 
of the depression and have refused to hold 
trustees liable for depreciation in value of 
securities due to the economic chaos of the 
past few years. As to marketability, par- 


ticipating mortgage certificates have never 
had a market in the sense that they were 
dealt in on exchanges or sold from day to 
day in the manner of stocks and bonds. As 
a matter of fact mortgages have never had 
a market of this character, but this does not 


affect their value as investments. If the 
present decision is to stand it will virtually 
terminate the rights of trustees to invest 
in participating mortgage certificates as 
authorized by statute, and defeat the broad 
discretionary powers given to trustees in 
wills or trust agreements. 

Finally, corporate trustees will be faced 
with a very serious situation. In effect, 
every corporate fiduciary holding participat- 
ing mortgage certificates as trust invest- 
ments would be forced to buy back these 
certificates at par plus accrued interest. 
Millions of dollars of trust funds are invested 
in such certificates. The Flint case will be 
appealed and, when the final opinions by 
the courts of last resort have been added, 
they will constitute a valuable contribution 
to the law of trust investments. 
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DISTRIBUTION OF ESTATES 
IN KIND 


NSTANCES of inconsiderate demand 
on trustees to pay the principal of 

trusts upon termination, in cash, 
raise a question on which the following 
example of judicial attitude is of highly 
significant interest. In Paul’s Estate, re- 
cently decided by the Orphans’ Court of 
Allegheny County, Pennsylvania, it ap- 
peared that Paul had bequeathed $50,000 
in trust, the income to be paid to his daugh- 
ter during life, and thereafter the principal 
to be divided among others. Upon the 
death of the life tenant the account of the 
trustee showed investments in participating 
mortgages amounting to $22,500, and in- 
vestments in installment mortgage funds 
amounting to $28,675. Those entitled to 
distribution demanded that they receive 
cash instead of the mortgage participating 
certificates or the installment mortgage ac- 
counts. The court explained the nature of 
mortgage participations and added that the 
installment mortgage fund was a pool of 
mortgages in which the trustees had an in- 
terest to the extent of $28,675. 


There was no testimony from which it 
could be concluded that the trustee was 
negligent in any way in making the invest- 
ments or in managing them. Neither could 
the court find any objection to the invest- 
ments in participating mortgages or in the 
mortgage pool, these investments having 
been authorized by Public Laws 152 of 1925, 
and also by Section 41 of the Fiduciary Act 
of 1917, as amended by the Laws of 1929, 
both of which acts had been held constitu- 
tional. As to the complaint that the mort- 
gages were made to the trustee and did not 
show that they were held in a fiduciary 
capacity, the court said that the records on 
the company’s books showed conclusively 
that the participants in the mortgage pool 
all had their interests protected and kept 
separate and distinct from all other funds. 
Neither was there any objection to the fact 
that the trustee had received fees for the 
appraisements of the mortgaged property. 
“The trustee was bound to have the prop- 
erty appraised and the trustee’s employee 
made the appraisements. We look at this 
as a necessary expense.” 


In deciding definitely that the trustee 
might distribute in kind rather than in cash 
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and that it should not be held liable either 
for the making of the investments or the 
financial disaster which caused serious im- 
pairment of the value of the investments, 
the following quotations from the opinion 
are of interest: “‘We need only look to the 
act of Assembly of 1933, to see that eco- 
nomic disasters of the day have fallen upon 
almost every person. It there appears that 
it became necessary that the state protect 
depositors in banks, and it empowered the 
secretary of banking to permit withholding 
of payments to depositors. No person in 
the future can read that act without know- 
ing that this was a very troublesome day 
financially. Judicial decrees for distribu- 
tion cannot be harsh and oppressive against 
trustees when they have followed the acts 
of Assembly relating to investments. We 
cannot and will not say that this trustee 
should pay in cash, because every provision 
of the law relating to investments has been 
carried out by it. They were made in good 
faith and after sufficient examination of the 
properties mortgaged and without any 
knowledge on its part of any danger to the 
fund. The investments were all made prior 
to the beginning of the depression in Octo- 
ber, 1929, except the sum of $750 invested 
in the installment investment fund at three 
different times. Indeed, there is no knowl- 
edge by any person today that the mortgage 
pool will not pay out in full. But, beyond 
doubt, everybody knows that it will take 
time to liquidate it. 

“The distributors have no rights which 
differ from other persons who have lost 
money in the same way and perhaps in 
almost every avenue of financial invest- 
ment. The danger to the community aris- 
ing from decrees for immediate payment in 
cash of many millions invested in mortgages 
and the conversion of other property into 
cash must be shunned. The facts presented 
furnish reasons satisfactory to the court for 
making distribution in kind. We have pro- 
tected individual and corporate fiduciaries 
alike against unforeseen losses and intend 
to do so in all cases, except where it is 
shown that a fiduciary is guilty of negli- 
gence or fraud or has shown a lack of the 
prudence required by the law in making 
and managing investments, unless reversed 
by the appellate court showing us that we 
are in error.” 
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REFUNDING OF FOURTH LIBERTY 
LOAN BONDS 


AVING set the stage carefully, and 
almost imperceptibly in the face of 
manifest obstacles, the government, 
unless all portents fail, is soon to embark 
upon one of the most interesting and im- 
portant tasks in this decade: the refunding 
of the largest single portion of the national 
debt, the Fourth Liberty Loan. There are 
outstanding $6,238,000,000 of these 414 per 
cent bonds; to refund them at 3% per cent 
would save American taxpayers $62,000,000 
yearly. The task is commensurate with the 
reward, and since debt funding requires no 
small financial skill, the prestige which 
comes from accomplishment would be cor- 
respondingly great. 

The United States is the last among the 
great nations to attempt large scale debt 
funding. England, France and Italy, to. 
say nothing of British dominions such as 
Canada, in recent years have lifted nearly 
half a billion dollars of annual interest bur- 
dens from their taxpayers by successful 
conversion operations. The British series 
of operations displayed much genius in 
their timing and mechanics and in fact 


set so high a standard that it is doubtful 
whether the feat is capable of repetition. 
The United States has, of course, refunded 
its Third Liberty Loan and Victory Loan 
during the past decade, by repeated small 


issues which achieved fair success. But 
such efforts were piecemeal, dictated by 
exigencies and facilitated by two influences 
not now present——-huge sinking funds built 
up in years of prosperity, and large tax 
revenue and war debt payments which 
prosperity alone made possible. 

When William H. Woodin assumed his 
post as Secretary of the Treasury, there 
was, at one time during the bank holiday, 
only about $2,000,000 free cash in Treasury 
tills. In recent weeks, due largely to suc- 
cessful forward borrowing August 15, to 
increasing tax revenues and higher miscel- 
laneous receipts, and to the slowness with 
which vast public works and emergency 
expenditures have progressed, the Treas- 
ury’s daily cash balance has averaged 
around $1,200,000,000, which is not only 
handy for conversion operations, but also 
an effective instrument for holding down 
money market rates. The latter have been 
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driven down to record low levels with as- 
sistance of Federal Reserve open market 
operations, and yields on short-term prime 
investments are now also at the lowest 
levels ever witnessed. Prices of the gov- 
ernment’s short term paper also provide 
negligible yields. Since the country no 
longer is on a gold basis, foreign threats 
are powerless to lift the money market; 
because of the Federal Securities Act no 
flood of domestic financing threatens the 
Treasury with market competition. In- 
flation remains the only real menace to 
successful debt refunding. 

It is long-term bonds that the Treasury 
must offer to holders of Fourth Liberty 
4'%s—bonds which will bear 3% per cent 
or less, with attractive features, such as 
adjustment of coupons, precedents for 
which are to be found in the conversion of 
the Second Liberty Loan some years ago. 
Such an indirect bonus would interest 
banks and trust companies, the largest in- 
dividual owners of Fourth Liberty bonds. 
To assure successful conversion, it is gen- 
erally agreed that the Treasury must call 
one or more of the lettered series, though 
refraining from calling the whole loan 
October 15 for redemption six months later. 
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CONFLICTING LAWS 


N article in this issue of Trust Com- 
PANIES Magazine entitled “Living 

Trusts and Conflict of Laws,”’ based 
upon the unusual and interesting case of 
Hutchison vs. Ross, recently decided by the 
New York Court of Appeals, presents 
clearly a few of the difficult questions in- 
volved in the administration of trusts where 
the laws of different juridictions apply. The 
conflict arose between the laws of Quebec 
and New York. It is unnecessary, however, 
to travel abroad to discover hopeless con- 
flicts in law. Here in our forty-eight states 
conflicts are constantly arising. Fortu- 
nately, the American Law Institute and 
the National Conference of Commissioners 
on Uniform State Laws, as a result of care- 
ful studies and continuous work for many 
years, have succeeded in obtaining the 
adoption of uniform laws by many states 
covering important subjects. At present 
the Council of the American Law Institute 
has completed drafts of proposed laws cov- 
ering trusts and their varied relationships. 
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It is hoped that this work may result in the 
adoption by the states of uniform laws on 
this important subject. The National Con- 
ference Commissioners are working upon 
uniform state laws defining estates in land 
and the creation of such estates by will and 
otherwise. This is an attempt to simplify 
the highly technical subject of real property 
in some of its more difficult aspects. 

In spite of what has already been accom- 
plished, a great deal remains to be done in 
the broad field of conflicting laws. The nu- 
merous federal and state statutes which 
have been passed in recent years in the tax- 
ation of incomes and estates have added to 
the mass of conflicting decisions and sta- 
tutes in forty-eight states. New banking 
legislation is a pertinent issue at this time. 
Uniformity of legislation may not be desir- 
able in all states and on all subjects, but 
uniform laws covering our most important 
business and social relations would be a 
boon to all citizens. 
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FEDERAL DEPOSIT INSURANCE 
PLANS 


NNOUNCEMENT of the general 
A plans of the government for carrying 
into effect the provisions of the law 
relating to temporary deposit insurance 
makes it possible to draw conclusions as to 
what may happen in the six months begin- 
ning January Ist. The qualifications speci- 
fied are so lenient that there need be no fear 
of wholesale closings of banks unable to 
meet the conditions, but such leniency will 
not eliminate the danger of further sporadic 
banking troubles. Sorry and unpalatable as 
is the whole idea, nothing now can prevent 
temporary deposit insurance coming into 
effect, and nothing remains to be gained by 
captious criticism. The most important task 
faced by every banker is to convince both 
the government and the American people of 
the desirability and urgency of modifying 
the permanent insurance sections of the law. 
The formula for admission of banks to 
temporary deposit insurance, as outlined 
by the Federal Deposit Insurance Corpora- 
tion chairman, prescribes solvency, not 
liquidity, as the main yardstick; there is to 
be generous appraisal of local assets. Upon 
such a basis a bank’s assets must equal 
100 per cent of its deposits; it is immaterial 
whether its whole capital is impaired. 
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THE BANKER’S ROLE AS A CONSERVATIVE FORCE IN 
THE NEW ECONOMIC ORDER 


RECORD OF ADMINISTRATION DURING CRISIS JUSTIFIES PUBLIC CONFIDENCE 


THE LATE FRANCIS H. SISSON 


As Retiring President of the American Bankers Association and Vice-president of the Guaranty Trust 
Company, New York 


(Epiror’s Note: The long and patient forbearance with which the bankers of the 
nation have met the unjustified and universal criticisms heaped upon them by a fickle and 
misguided public has been broken by one of the most straightforward and comprehensive 
pronouncements yet made on behalf of the banking fraternity. As a clear and concise history 
of the part which commercial banks played in the economic structure both before and during 
the depression, the address of Mr. Sisson at the recent convention of the American Bankers 
Association stands out as symbolic of the new relations between the banker and the public 
for which the groundwork is now being laid. The frankness with which trespasses against 
true banking principles are condemned should engender the respect of the people as showing 
the integrity of the great body of American bankers in seeking to secure and maintain the 


highest professional standards.) 


HE banker pauses today to look about 

him, to scan his horizon and decide if 

he can what dangers impend on it and 
what its signs of promise are. When Josh 
Billings said that “the trouble with the Amer- 
ican people is not so much their ignorance as 
the tremendous number of things they know 
that ain’t so,” he never dreamed of the al- 
most universal confirmafion of this comment 
on American psychology which our people 
would give during the past four years in 
their constantly expressed misinformation 
about banks and banking. 

The most dangerous feature of the whole 
banking problem since October, 1929 has been 
this widespread state of public misconcep- 
tion and ignorance of the actual facts—for 
there is no greater cause of uncontrollable 
fear and mass hysteria than darkness and 
lack of information, especially when these 
conditions are played on by political witch 
doctors for their own ends. Our financial 
dangers were real, our banking difficulties 
were great—but their powers for causing 
public misfortune were vastly augmented by 
ignorance, panic and politics. It seems to 
be an ingrained trait of human nature to 
seek a devil as the cause of our ills. So in 
this period of economic reaction and severe 
depression society sought its scapegoat and 
landed with remarkable unanimity upon the 
banker as the demon responsible for all their 


troubles. Philosophically, it is understand- 
able enough. The banker, sitting in the seat 
of finance, controlling credit and distribut- 
ing investments, is inevitably assailed when 
anything goes wrong in the financial machine, 
however little his personal responsibility may 
be involved. 

If the banker had only to consider his 
personal feelings, he might be relatively in- 
different to unjustified abuse. But this wave 
of slander and attack reacts upon his insti- 
tution, upon the welfare of its stockholders 
and depositors and upon the business of its 
community to the point where its capacity 
to serve is crippled, and often its very sol- 
vency threatened. His record clearly proves 
that he has borne his share of this depres- 
sion fully as well as any other element in 
the body politic. Like all others, he was 
caught in a tidal wave of general reaction, 
in which values of investments and collateral 
were wiped out in unbelievable volume, and 
economic law has worked its inexorable way. 


Public Condemnation Unjustified by Facts 


In addition to the excess of personal blame 
the bankers have been subjected to, a flood of 
uninformed attacks has been directed upon 
our banking system, which, in spite of its 
obvious limitations and mistakes, is still not 
chargeable with the tragic results of eco- 
nomic reaction. The banking system, compli- 
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particulars 
responsible 


agri- 


inefficient in some 
though it may be, was no more 
for the depression than our political, 
eultural, industrial or commercial systems, 
and it incurred losses for its stockholders 
and clients no greater in proportion, probably 
as these other so-called 
systems as a result of world-wide disturb- 
ance. Our financial troubles, and they have 
not been unreasonable in consideration of the 
world-wide financial eataclysm through which 
we have passed, have been the inevitable in- 
cidents of such reaction, and not the result 
of either law or system or the lack of them. 
The elimination of uneconomic and unsound 
units in the banking field in a period of vio- 
lent and far-spread reaction Was a8 inevitable 
as the elimination of manufacturers, mer- 
chants, farmers or ating under 


eated and 


not nearly so creat, 


publishers oper: 


the same economic laws. 
While banking should always seek im- 


provement in operating methods and regula- 


tion, the situation does not justify violent or 
drastic changes in our banking system. Our 
American passion for law to meet 
every ill, real or fancied, should not be grati- 
fied in this situation without thorough study 
careful analysis of the truth about it. 
ized statements as that Ameri- 
are caused by either mis- 
esty or both, are sweel 


passing 2 


and 
Such general 
can bank failures 
igement or dishon 


mani 

ingly inaccurate and, for the most part, un- 

true. The majority of American bank clos- 
one 


ings have been caused by either all or 


of several obvious factors ; 
prices of the ¢ 


first, 


trous fall in 
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the disas- 
commodities upon 
business is predi rated 


and investments based on 


American economic struc- 
tgages on farm and city 


ins to corporations and 
commercial 


chiefly of loans 

the values of the 
ture, comprising mor 
real estate. secured 10% 
notes evidencing 
loans to all kinds of industrial and merean- 
tile enterprises employed in the production 
and distribution of the nation’s infinite va- 
services, and finally public 


individuals, 


riety of g¢oods and 
and corporate securities. 
the banks were 


These earning assets of 
isis of values 


worth $57 800,000,000, on the bi 
and conditions in the United States as they 
were at that time. This structure of bank 


eredit was based on faith in the United 
States and confidence in its people and in- 
stitutions. Into the building of this vast 


$5-4,500,000,000 in 


credit structure had gone 
£ the $9,500,000,- 


and a large part 0 
000 in capital funds which the public had 
entrusted to the lianks. This huge edifice 
of faith was puilt while the country was in 
of prosperity and confidence in the 
as presumably based on sound, 
There appeared no rea- 
had porrowe:l 


deposits 


a state 
future and W 
normal conditions. 


son to fear that those who 

these vast sums from the banks through 

loans and investments could not live up to 
There appeared no reason 


their obligations. 
to believe that the essential values making 


up the very substance of this great economic 
entity would materially change. The dollar 
value of the total wealth of the nation when 


this structure was built in 1929 was $382.- 
000,000,000. 


f Values and Credit © 


Reaction Destructive © 
all things changed. The 


which local banking 
and the economic collapse of the communi- Then suddenly, 
ties chiefly concerned therein; OF, second, by greatest disintegration of economic condi- 
the development of the automobile in the tions and values in history set in. The dollar 
past decade which has spelled doom for value of the wealth of the nation in 1932 was 
thousands of American villages and small $2.47,500,000,000, a loss in three years of 
towns through the concentration of business $114,500,000,000 or over 30 per cent. These 
and banking activity in larger centers ; and, destructive changes made it inevitable that 
third, through the nervous temperament of many business men and manufacturers could 
the American people, which precipitated not repay their notes as due. Many govern- 
many bank runs without warrant and led to mental units defaulted on their bonds as tax 
closings that were entirely unnecessary. As income shrank, as did corporations whet 
earnings dropped. Property underlying real 


the picture becomes more 
the distortions ¢: 
fusion prevailing in a time of 
ter clear away 8O that its re 
come visible, the panking dis: 
disclosed as an inevitable and 
part of a cataclysmic 
economic life. In 1929, when the tremors 


the world’s greatest economi 


fully unfolded and 
used by public fear and con- 
general disas- 
lationships be- 
ister is plainly 
inseparable 
change in the nation’s 
of 
e convulsion first 
25,000 banks in 


ame worth less than the 
face of the mortgages. The market values of 
standard securities became than the 
banks had paid for them as investments Or 
accepted them at as collateral for customers’ 
loans. It was in these various assets that 
the banks, in all confidence, in all good faith, 
in all humanly reasonable care and good 


judgment, had entrusted the billions of dol- 
customers had 


estate mortgages bec 


less 


began to be felt, there were 
the United States with total resources of lars of deposits which their 
These resources consisted entrusted to them. They had loaned them te 


$72,000,000,000. 
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a nation whose values had collapsed—and 
it was not a foreign nation. 

Against this situation bank depositors be- 
gan to exert a growing demand for their 
money in unprecedented volume. Even with 
conditions and values normal, the best of 
banks could not have turned all their loans 
and securities and mortgages into cash rap- 
idly enough to meet these demands. Some of 
these withdrawals came from persons out of 
work and needing funds for living expenses. 
Again, many business men, whose deposits 
were the proceeds of their own notes dis- 
counted at the bank, were forced to draw out 
their cash credits to meet exigent operating 
requirements, but their shrinking business 
operations did not yield them sufficient re- 
turn cash to pay those same notes when 
due. An increasing volume of withdrawals 
was from panicky depositors who distrusted 
their banks, frequently because of ill-founded 
or malicious rumors, and this factor devel- 
oped into runs and finally into a national 
panic. 

This catastrophe was unquestionably due 
in chief part to that disintegration of values 
and general business conditions that began 
in 1929. But it was due also to a serious 
condition of weakness that had become in- 
herent in the banking structure itself, largely 
through causes beyond the control of sound 
banking. It should be more clearly realized 
by the public that banks are granted char- 
ters to do business by state or federal gov- 
ernments through their own public officials 
appointed to perform these functions in ac- 
cordance with the banking codes of these 
various bodies politic. Some of these codes 
place hardly any restrictions on the condi- 
tions under which a bank could start; others 
are fairly stringent; still others place the 
discretion in the hands of the banking au- 
thorities. None, however, have been severe 
enough in their policies as to the charter of 
new banks. As a result, there came to be 
at one time nearly 31,000 banks in the United 
States; some with capital of but $5,000, and 
some in agricultural hamlets of but 200 or 
300 inhabitants, while in many larger towns 
or even cities more banks were chartered 
than there was any possibility of ‘business 
enough to support. It can fairly be said 
that a great part of this unsound bank ¢har- 
tering history was carried out by political 
banking officials and legislative bodies wholly 
against the earnest protests of the more re- 
sponsible bankers who pleaded for stricter 
banking codes and policies, but were ignored 
and charged with selfishness and fear of com- 
petition. 
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Again the bank disaster that developed in 
the depression was due in large extent to 
mistaken and even blameworthy banking 
policies and practices that had come to pre- 
vail in too many banks of commanding in- 
fluence in the financial world. These of them- 
selves would not have caused the debacle. 
Indeed, under a continuance of ‘prosperity 
they might in some respects even have been 
mitigated by usage and condoned by suc- 
cess. But under conditions of adversity they 
caused banking to be subjected to extremes 
of public condemnation beyond all justifica- 
tion as applied to all banks indiscriminately. 

Popular Illusion of the Breakdown of a 

System 

The culmination of our banking troubles 
unfortunately occurred in the year of a na- 
tional political contest, essentially based on 
the issue that the old economic order was 
outworn, and should be replaced by a new 
régime controlled by the concept that the 
capitalistic organization of society should be 
dominated by a larger sense of social respon- 
sibility and service as distinguished from 
private profit as the chief motive of economic 
enterprise. This argument was based largely 
on the spectacle of the breakdown of an un- 
paralleled period of prosperity into an equally 
unparalleled period of adversity and _ inse- 
curity for the working masses, largely as a 
result, it was held, of speculative excesses 
and exploitation of the nation’s business and 
finance. Politicians, for purposes of cam- 
paign strategy found plausible arguments for 
blaming much of the hardship of the times 
on the banks, since a large part of the malign 
forces of liquidation and economic destruc- 
tion originating in all lines of industry, trade 
and private or government finance, converged 
in the banks and there appeared to threaten 
2a complete disintegration of the entire finan- 
cial structure, as well as causing direct per- 
sonal losses to thousands of depositors. Reck- 
less political strategy and oratory doubtless 
played no small part in so extensive a de- 
struction of public confidence in the banks 
that the closing of all of them under govern- 
ment protection finally became inevitable to 
permit a subsidence of public panic, develop- 
ment of measures to protect sound banks and 
orderly elimination of unsound banking in- 
stitutions and conditions. The emergency 
measures to effect these purposes proved suc- 
cessful for the occasion and the succeeding 
months of 1933 have seen great improvement 
in the position of sound banks and in publie 
confidence in them. These developments were 
made possible because the government also 
devoted equally heroic measures to mending 
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other aspects of the nation’s economic ma- 
chinery in the fields of industry and trade. 
3ut above all, there fortunately developed at 
this period a world-wide and elemental eco- 
nomic recovery. 

The improvements in banking values dur- 
ing recent weeks have presented one of the 
more important factors of national economic 
recovery, as distinguished from the artificial 
and highly debatable political measurés that 
have commanded the attention of the public 
in more conspicuous ways. The present value 
of some political measures as stimulants to 
public courage, and as aids to natural pro- 
of reconstruction and readjustment, 
which appear to have been materially speeded 
up by them, is unquestioned. However, it 
appears reasonable to believe that more 
fundamental processes are performing a 
major part of the actual healing process. The 
artifices of the new political economy—with 
the emphasis on political—doubtless are serv- 
ing a sincere and effective purpose in cor- 
recting the manifest defects of a pure laissez 
faire economy. But equally doubtless, when 
the period of recovery is over, the retrospect 
may be expected to show that the main cur- 
rents of economic life will not have mate- 


cesses 


rially changed. 
The law of supply and demand, perhaps 


modified in its more violent and hitherto un- 
controlled aspects, will doubtless continue to 
rule the markets. The human impulses of 
gain and speculation and ambition for power, 
perhaps somewhat restrained by new social 
standards that will prove effective so long 
as they are not too severe, will doubtless rule 
the activities of men in those markets. And 
doubtless also the capitalistic organization 
of society’s working life will continue to 
prevail—although dominated, it is frankly to 
be hoped, by principles of social service, re- 
sponsibility and equity in place of the greed, 
over-reaching, disregard of public interest, 
selfish and excessive profits and even 
nomic tyranny that have been too apparent 
at times in the past, despite the great serv- 
ices to human progress and improvement of 
conditions of the working masses that even 
sheer, crude capitalism has undeniably ren- 
dered. 

Questionable Value of Banking Act as 

Beneficial to Permanent Reform 

No one, I take it, will claim perfection as 
permanent measures for all of the steps that 
have been taken in this transitional period, 
and I believe the main measures applying to 
banking are particularly open to honest criti- 
cism. In addition to emergency measures 
there grew out of the banking situation of 


eco- 
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the past four years a so-called measure of 
permanent banking reform in the form of the 
Banking Act of 1933, a national law seeking 
to affect largely the conduct of both state 
and national banks. Unfortunately the haste 
with which this measure was drawn and the 
controversial and high-strung conditions un- 
der which it was enacted resulted in many 
defects that hamper its practical operation. 
Furthermore, serious basic preconceptions of 
its framers, sprung from biased theories as 
to the part banking methods played in the 
general economic breakdown, prevent it from 
being a satisfactory implement of true bank- 
ing reform. 

The most questionable feature of the act 
is the so-called guaranty or insurance of de- 
posits. It was opposed alike by bankers and 
by the most experienced experts on banking 
matters, both in Congress and in the Ad- 
ministration, but they were outweighed by 
popular clamor and political pressure. Guar- 
anty of deposit plans have proved failures 
wherever tried in many previous tests, in- 
variably causing weaker rather than stronger 
banking and have been abandoned in every 
ase by sadder but wiser states. The present 
law largely repeats old mistakes on a bigger 
scale. It again seeks to substitute in part a 
public guaranty of banking deposits in place 
of individual competence, honesty and ac- 
countability. It unfairly assesses strong, 
well-conducted banks to cover the shortcom- 
ings of poor banks. Technical differences in 
this bill as compared with former guaranty 
schemes do not differentiate it in essential 
principle from them. 

Another questioned feature of the act is 
that forcing commercial banks to give up 
investment activities, whether through bond 
departments or investment affiliates. These 
provisions arise from the mistaken theories 
of the originators of the bill that commercial 
and investment banking operations under the 
same organization are incompatible and that 
the over-expansion of investment credit 
which was a factor in the unfortunate “new 
era” boom preceding the 1929 reaction was 
mainly blamable upon the investment activi- 
ties of the commercial banks. The fact is 
that financial evolution beyond banking con- 
trol transferred a large portion of the na- 
tion’s credit operations from a liquid com- 
mercial to a non-liquid investment credit 
basis and that this movement would perhaps 
have been even less restrained and more un- 
sound had it not been for the guidance ex- 
erted by the banks. A better method of treat- 
ing this problem than that contained in the 
bill would be to permit the continuance of 
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security activities under the same degree of 
public supervision as is required of banks. 

Speculative Excesses Financed Outside of 

Bank Jurisdiction 

Another feature of the bill reflects the bias 
of the originators that the banks were largely 
blamable for the nation’s speculative excesses 
through encouraging the use of their credit 
resources for speculative purposes. The fact 
of that matter is that the actual inflation in 
the securities markets was almost wholly fi- 
nanced by funds outside the control of the 
banks, and that the over-trading in business 
and the over-expansions of mercantile, in- 
stallment and real estate mortgage credit 
which were major factors in unsound condi- 
tions were likewise beyond their scope. Nev- 
ertheless, the bank act contains many dras- 
tic provisions aimed to give the politically 
appointed Federal Reserve Board power to 
control the credit operations of member 
banks, which make up more than 69 per cent 
of the nation’s commercial credit machinery, 
and to take summary action when in its opin- 
ion Federal Reserve funds are being em- 
ployed directly or indirectly for speculative 
operations. 

This cannot cure the basic evils of specu- 
lation, hampers the banks from extending 
salutary aid and places in the hands of a 
bureaucratic group at Washington, a dan- 
gerous control over the nation’s financial life. 
If it is true that there are selfish “interests” 
which sometimes seek to exert undue con- 
trol over the economic destinies of the peo- 
ple, developments along the foregoing lines 
tend to set up compact concentrations of 
authority that might be particularly conve- 
nient for their purposes rather than serving 
only as instruments for the intended public 
welfare. I cannot resist the temptation to 
picture briefly the real part the much ma- 
ligned New York City banks—the “Wall 
Street Banks,” if you please—played in the 
inflation of the speculative stock market, on 
which political and other types of misinfor- 
mation have blamed so much of the world’s 
economic misfortunes. 

The accusation is frequently made that the 
bankers, particularly New York City bank- 
ers, premeditatedly inflated credit and di- 
verted the bulk of the country’s credit from 
productive to speculative uses, and thereby 
fostered the mad stock speculation of 1925- 
29. The real facts amply refute this indict- 
ment. At the end of 1925 the New York City 
member banks reporting to the Federal Re- 
serve were contributing approximately §$1,- 
150,000,000 of the total of $2,800,000,000, of 
brokers’ loans then outstanding, or about 40 
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per cent. The rest was supplied by out-of- 
tewn banks and so-called ‘outside lenders.” 
Setween the spring of 1926 and the close of 
1928, a period of steady inflation, the total 
of brokers’ loans expanded to $5,090,000,000, 
but the loans made by the New York banks 
showed virtually no change during this pe- 
riod, and their contribution hence dropped 
below 22 per cent. This entire gain of $2,- 
290,000,000 was accounted for by an increase 
in loans by out-of-town banks and “others.” 

About a year later, on October 23, 1929, 
on the very threshold of the greatest disaster 
of deflation in history, brokers’ loans stocd 
at the fateful total of $6,635,000,000. A divi- 
sion of this total showed that the part of the 
New York banks amounted to but $1,0S0,- 
000,000, or only 16 per cent and actually less 
than the amount at the close of 1925. Mean- 
while, these same New York City banks, de- 
spite the great demand and high price offered 
for stock market and other speculative loans 
had used their surplus funds to pay off vir- 
tually all their own borrowings at the Fed- 
eral Reserve. They were thus in an impreg- 
nable position against the emergency that 
later developed. These simple facts prove 
that the big banks had actually sacrificed 
chances for gain instead of abetting the orgy 
of speculation. 


The stock market panic came the following 


week. The total of brokers’ loans declined in 
the amount of $1,095,000,000 in only seven 
days as panic-stricken outside lenders pre- 
cipitately withdrew their funds from the 
market. Under these conditions the New 
York banks stepped into the breach. They 
increased their own loans nearly 100 per cent, 
from $1,080,000,000 to $2,070,000,000, and bor- 
rowed heavily from the Federal Reserve 
bank in order to do it. Meanwhile, the out- 
of-town banks pulled $730,000,000 out of the 
market while the loans of “others,” that is, 
non-bank lenders, declined by $1,360,000,000, 
as these outsiders, with no responsibility for 
the nation’s credit situation, recklessly de- 
stroyed the shaky structure of speculative 
credit they chiefly had created. If the New 
York banks had not been able or willing to 
take up the staggering and dangerous re- 
sponsibilities that resulted, the greatest 
money panic in the world’s history would 
unquestionably have occurred. In the hys- 
teria of the times, the services they per- 
formed were little noticed and in subse- 
quent controversies and the efforts of self- 
seeking politicians to attract public acclaim 
to themselves the policies and actions of these 
great New York banks have been wholly mis- 
represented--even to the extent of playing 
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a disproportionate part in the drafting of 
the Bank Reform Act of 1933. It will indeed 
be a national misfortune if ill-considered re- 
strictions in the laws shall render them able 
to even a lessened degree to exercise salu- 
tary influences and restraints in the money 
markets. 

Injustice of Deposit Guaranty Plan to 

Country Banks 

To return to the Banking Act of 1933, an- 
other feature that calls for special comment 
is the indiscriminate hardship with which 
it threatens to bear down on country banks. 
The terms of the section of the bill creating 
the federal corporation for insuring deposits 
would in effect force many banks now under 
state jurisdiction either to submit to federal 
controlled regulations by becoming national 
banks or members of the Federal Reserve 
System or else retire from business. The lat- 
ter alternative would be virtually compulsory 
upon many state banks whose size and nature 
of their business preclude them from follow- 
ing the former course. The result of this 
would be to replace many good independent 
unit banks, that could not qualify under the 
law, with branches of banks operating under 
central government auspices. Whatever we 
may say as to the factor of too many small 
banks in the banking structure, we likewise 
realize that there are many small but thor- 
oughly sound banks rendering good service 
to their communities that should be allowed 
to live. If over a period of years a bank has 
earned reasonable returns on the invested 
capital, has given its community sound and 
adequate services, is in good hands and if the 
prospects are that these various satisfactory 
conditions will continue, there is no reason 
why it should be arbitrarily destroyed sim- 
ply because it does not measure up to cer- 
tain specifications based on banking experi- 
ence in larger places. I thoroughly believe 
in a reasonable extension of branch banking, 
and I believe that many places with sub- 
standard banks would be bettered by giving 
those places the benefit of larger city banking 
through branch facilities, but I do not believe 
the situation calls for a ruthless and whole- 
sale slaughter of country banking, good and 
bad alike, such as would be brought about 
under the deposit insurance plan of the Glass- 
Steagall Bill. 

Furthermore, granting the replacement of 
wenk unit banks with branches of stronger 
banks in some places is to be desired, the 
fact remains that going about it by the 
method of enforced membership in a guar- 
anty of deposits scheme would only be to 


set up a situation that is worse in some re- 
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spects than the cure. With the avowed pur- 
poses of the Banking Act of 1933, namely, to 
bring about better, more careful banking. 
higher minimum standards for individual 
banking institutions and a generally sounder 
banking structure, bankers are universally 
in accord. However, the present bill is, un- 
fortunately, basically unsound and will ulti- 
mately force its own repeal. In its place 
must come a plan of reform that will really 
reform. 

Bankers’ Opportunity for Constructive 

Reform 

The task of submitting to our political au- 
thorities a constructive and convincing pro- 
gram for a well considered revision of the 
sanking Act of 1933 is the greatest one now 
confronting organized banking. The past year 
has unquestionably been one of the most 
critical periods in the history of American 
banking. We are suspicious nowadays of 
“new eras,” but it is probably no exaggera- 
tion to say that the crisis of March, 1933, 
marked the end of an era in our banking 
history and the beginning of another. <A 
glance backward reveals several rather well 
defined phases in the development of our 
banking system: the confused and mostly un- 
sound beginnings in Colonial days; the con- 
structive but shortlived progress made under 


the leadership of the First and Second Banks 
of the United States; the period of wildeat 
banking before the Civil War; the develop- 
ment of the national banking system, and the 
establishment and growth of the Federal Re- 
serve system. 


Through these various changes, we can 
discern:a gradual and irregular trend toward 
better banking methods. Whatever may be 
our individual views regarding the relative 
merits of a unified or a dual banking system, 
most of us will agree that the National Bank- 
ing Act established a standard of procedure 
that exercised a wholesome influence on 
American banking practice in general. Simi- 
larly, the Federal Reserve System, with all 
its limitations, has unquestionably tended to 
strengthen the banking structure. Neverthe- 
less, the events of recent years have demon- 
strated beyond question not only that there 
is room for further progress but that fur- 
ther progress is urgently needed. We migh: 
dismiss, or, at least, discount, the events of 
the last three years as due to an economic 
cataclysm that no banking system could have 
been expected to withstand, but our banking 
troubles did not begin with the depression. 

This is the central fact to keep in mind 
when we consider the present position of our 
banking system, the outlook for the future. 
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and the problems that lie ahead. It forms 
the background for the public opinion and 
the public policy that will shape banking de- 
velopments for many years to come. The 
crisis of last March marked the culmination 
of a twelve-year period of shocking insta- 
bility in the face of conditions that called for 
stability above all else. The number of per- 
sons who have suffered loss or serious in- 
convenience by reason of that instability is 
enormous, and those persons and others are 
demanding drastic measures. 

Most bankers believe that the Banking Act 
of 1933 contains grave errors, which will 
create serious weaknesses in our banking 
system until corrected, and it is certain that 
more legislation is coming. What that legis- 
lation will be, whether sound or unsound, 
whether it represents a carefully considered 
policy or a series of blind strokes at fancied 
evils, will depend in no small measure on the 
zeal, wisdom, and skill with which American 
bankers set about their task of regaining 
public confidence, setting their house in or- 
der and throwing their combined influence 


on the side of true banking progress. 


Unprecedented Problems from Economic 
and Legislative Trends 

As far as economic conditions are con- 
cerned, bankers have every reason to be 
gratified at the improvement that has been 
shown in the last six months. The crisis has 
now been surmounted. Since the complete 
banking paralysis of last March, 83 per cent 
of the banks, with over forty billion dollars 
or nearly 94 per cent of the total deposits, 
have reopened with the approval of federa! 
and state banking authorities. But, great as 
the recent progress has been, serious ob- 
stacles remain. The recovery has been 
achieved, in part at least, by methods that 
have never been tried before; and the use 
of these methods has created an unprece- 
dented situation. Our currency has been cut 
loose from its gold anchor, and the President 
vested with extraordinary inflationary pow- 
The government has assumed broad 
control over industrial and agricultural af- 
fairs that have heretofore been left largely 
to the free play of economic forces. Thus 
far, the results seem to have been highly 
beneficial ; and it must be the universal hope 
that the great experiment will achieve the 
desired results. In the common effort toward 
this end, the bankers have done their part. 
But trained as they are in the school of 
conservatism, bankers can hardly be ex- 
pected to see economic trends and yalues sub- 
jected to such manipulation without doubts 
that, if the program does not work out ac- 


ers, 


cording to expectations, it will give way to 
even more violent and experimental measures. 

A critical examination of past events will 
help to reveal where the opportunities for 
future progress lie. In the first place, our 
recent banking history shows very clearly 
that it has been made far too easy to enter 
the banking business. The spectacle pre- 
sented in 1921 of 31,000 banks operating un- 
der forty-nine jurisdictions of widely varying 
powers and policies, some banks with small 
capital and some trying to do business in 
hamlets that amounted to little more than 
country crossroads—all this would have been 
grotesque if we had not become accustome.] 
to it. How can we prevent a repetition of 
the banking history of recent years? Can 
forty-eight states be prevailed upon to enact 
and maintain banking codes that place suit- 
able restrictions on the size and location of 
banks and insure an adequate quality of 
bank management? Can they be depended 
upon to appoint banking authorities who will 
enforce the codes without fear or favor in 
the face of inevitable personal and _ political 
pressure? Apparently the United States Con- 
gress thinks not, for one of the aims of the 
Banking Act of 1933 is to bring all com- 
mercial banks into the Federal Reserve Sys- 
tem, thus making them, to all intents and 
purposes, national banks. 


In the opinion of some authorities, it is 
in the general adoption of the principle of 
branch banking that the remedy is to be 
found. This is one of the most important 
and, at the same time, one of the most con- 
troversial of all our banking problems. De- 
spite the bitter opposition that has been 
presented to it, the trend in recent years has 
certainly been toward branch banking. The 
Banking Act of 1933 goes further in this 
direction than any other federal statute has 
ever gone by placing national banks on a 
parity with state banks as far as branch 
banking privileges are concerned. The advo- 
cates of the system point to foreign countries, 
particularly Great Britain and Canada, where 
branch banking is widely practiced and bank 
failures are almost unknown. To offset this, 
our own experience in the last few years 
has shown that branch banking provided no 
automatic immunity to financial difficulties, 
while many unit banks have emerged from 
the crisis with records of which they may 
well be proud. Certainly branch banking, in 
and of itself, is no panacea; on the other 
hand, if found to be a feature of the most 
constructive solution of our banking prob- 
lems, we must adapt ourselves to it. 


(Continued on page 350) 
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CHART SHOWING LEGAL PROTECTION AFFORDED 
TRUST FUNDS 


The following tabulation, compiled from advices received from state banking departments, 
indicates the extent to which trust funds held by corporate fiduciaries are protected under the laws 
of each state. Form A shows status of cash held by trust institutions in fiduciary capacities in 
event of liquidation or bank closings. Form B shows requirements for deposit of securities either 
with state authorities to secure trust funds or with trust departments of individual institutions 
to secure cash deposited in banking department. See editorial on page 239. 








Form A: Status of Trust Cash { Form B: Deposit of Securities 


With Trust | With State | No Deposit 
Department | Authority Required 








Preferred | Preferred by | Not 
Preferred 


Court Ruling 


by Statute 
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(a) Preferred to extent of cash in bank. 

(b) Preferred to extent of cash in vault. 

(c) If traced and identified as trust property. 
(d) By Banking Department ruling. 


(e) Trust deposits under $1,000 not preferred. 
(f) Members of Federal Reserve System only. 


(g) Court may require collateral. 

(h) General deposit against all liabilities. 
(() Against funds awaiting investment. 
(1) For trust companies. 

(2) For state banks. 
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DISTRIBUTION OF PROCEEDS ON SALE OF PROPERTIES 
UNDER FORECLOSED MORTGAGES 


APPORTIONMENT BETWEEN 


LIFE TENANT AND REMAINDERMAN 


BY TRUSTEE 


ANDREW I. FARB 
Member of the New York Bar 


(Epiror’s Note: Among the problems of primary concern occasioned by foreclosures 
to protect mortgage investments is that of the duty of the trustee in disposing of proceeds 
realized from final sale of properties. The following article is an exhaustive study of decisions 
which guide the trustee in apportionment of taxes, insurance, repairs and other carrying 
charges between principal and income. Rights of life tenants and remaindermen to income 
and sale proceeds are analyzed to determine a safe rule for fiduciaries to follow.) 


HE collapse of the mortgage market 

and the flood of foreclosures which it 

has unloosed have given rise to many 
interesting problems. Not the least of these 
that which confronts trustees 
and other fiduciaries who have invested trust 
funds in bonds and mortgages on real prop- 
erty and have been compelled to take title 
to the property in order to protect the in- 
vestment. The trustee may be obliged to carry 
the property for a long time before he can 
dispose of it. The property may produce in- 
come sufficient to pay the taxes, insurance, 
repairs and other carrying charges. On the 
other hand, the property may produce no in- 
come at all, or may not produce sufficient in- 
come to pay all the carrying charges and ex- 
penses. What, then, is the duty of the trus- 
tee? What are the rights of the life benefi- 
ciary and the remainderman? Is the gen- 
eral rule applicable that taxes and carrying 
charges are payable out of income, or are 
such expenses payable out of principal? Is 
the life beneficiary entitled to such income as 
is earned while the trustee holds the prop- 
erty? What disposition should be made of 
ihe proceeds realized on the final sale of the 
property? Do they constitute principal or 
income, or should there be an apportionment, 
and if so, on what basis? As was said in 
Matter of Marshall (48 Misce., 238), at 242: 
“Trustees are entitled to have pointed out a 
rule which they can follow without fear of 
having their conduct challenged.” 


problems is 


Proceeds Represent Principal and Income 

This rule for the guidance and protection 
of trustees may be formulated from a study 
of the few reported cases dealing with this 


question. The leading case is Meldon vs. 
Devlin (1898), 31 App. Div., 146, affirmed 
on the opinion of the Appellate Division in 
(1901) 167 N. Y., The trustees fore- 
closed two mortgages aggregating $24,902.50, 
and bought in the property at the sale in 
1885. The property was sold in 1893 for $23,- 
$00, a sum less than the principal of the 
mortgages. The mortgages bore interest at 
the rate of 7 per cent and no interest had 
been collected since September 13, 1875. The 
court held that the proceeds of the sale rep- 
resented both the principal and interest of 
the original mortgages and should be dis- 
tributed in the same manner as though the 
mortgages were being foreclosed for the first 
time for the amount of the purchase price; 
that the proceeds should be apportioned be- 
tween principal and income in the ratio 
which the aggregate principal of the mort- 
gages bears to the whole unpaid interest. 
The record on appeal discloses that the judg- 
ment entered at Special Term, which was af- 
firmed by the Court of Appeals, computed 
the unpaid interest for the period from Sep- 
tember 13, 1875, to May 17, 1893, at 6 per 
cent, or $26,413.25. 

The court, in enunciating this method of 
apportionment, relied on Jn re Moore (1885), 
54 Law J. Ch., 4382, and Hagan vs. Platt 
(1891), 48 N. J. Eq., 206. In the Moore case 
the trustees invested £8,000 in a bond and 
mortgage. Interest had not been paid for 
many years and the property was sold for 
£7.200—less than the amount of the mort- 
gage. The arrears of interest at the time of 
the sale amounted to £536. The court di- 
rected that the proceeds of sale be appor- 
tioned in the proportion which £8,000 bears 
to £536. 


573. 
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In Hagan vs. Platt (supra) the trustee 
invested $1,200 in a mortgage. The property 
was purchased by the trustee at foreclosure 
and sold after sixteen years for $1,267.94. 
The amount of interest due when the prop- 
erty was finally sold was $1,252. The court 
said: “It is not clearly right that the whole 
principal fund should be first made good and 
the tenant for life receive only what re- 
mains. * * * This must be so divided and 
apportioned that the amount set aside as 
principal shall bear the same proportion to 
the amount to be paid to the tenant for life 
that $1,200 bears to $1,252. The result is 
that the principal sum is to be restored to 
the extent of $620.52. and the tenant for life 
will be paid $647.42.” 


Taxes and Carrying Charges 


While the opinion in Meldon vs. Devlin 
failed to disclose whether any income was 
received or taxes and carrying charges paid 
by the trustees during the period of owner- 
ship, or whether such expenses were charged 
to principal or income, an examination of the 
case on appeal reveals that the property 
was not income producing, and that the trus- 
tees charged to income the auctioneer’s fees 
on the foreclosure sale, the arrears of taxes 
at the time of taking title, the foreclosure 
expenses, and, in addition, the annual taxes 
accruing during the period of ownership. 
The propriety of charging these items to the 
income account does not appear to have been 
questioned by any of the parties, and the 
court, therefore, did not discuss the same. 
Similarly, in neither of the two cases relied 
on by the court does it appear whether any 
income was received, or taxes and carrying 
charges paid by the trustees during the pe- 
riod of ownership, nor whether such ex- 
penses were charged to principal or income, 
or apportioned. The court dealt only with 
the proceeds of the sale, and the apportion- 
ment was based solely upon the principal 
invested in the mortgages and the interest 
accrued thereon to the date of sale. 

The matter of taxes and carrying charges 
received judicial recognition for the first 
time in Matter of Marshall (1904), 483 Misc., 
238, which contains a most illuminating dis- 
cussion of the rights of the life tenant and 
remainderman in the proceeds of the sale 
of foreclosed property. In that case the ex- 
ecutors invested $15,000 in a mortgage on 
unimproved real property. Interest on the 
mortgage was paid to June 1, 1878. In 1879 
the executors took title to the property at 
foreclosure and held it until 1903, when it 
was sold for the net sum of $54,500. The 
costs of the foreclosure and the carrying 
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charges, including taxes, ussessments and 
other expenses, amounting to $16,174.33, were 
paid out of principal, making a total invest- 
ment of principal in the property of $31,- 
174.33. 

Salvage Theory 

The executors also invested $3,000 in a 
mortgage on which interest was paid to De- 
cember 1, 1874. The executors took title to 
the property at foreclosure in 1875 and held 
the same until 1899 when it was sold for 
the net sum of $9,405. The costs of the fore- 
closure and the carrying charges, including 
taxes, assessments and other expenses, 
amounting to $2,108.15, were paid out of 
principal, making a total investment of prin- 
cipal in the property of $5,108.15. 

Out of the proceeds of the sales of these 
properties the trustees returned to principal 
the amounts originally invested in the mort- 
gages and the amounts which had been con- 
tributed to carry the properties, and cred- 
ited the balance to income, The remainder- 
men objected, claiming they were entitled to 
the entire proceeds as principal, and that 
the'taxes were a proper charge against the 
life beneficiaries. The surrogate decided that 
the purchase of the properties by the trustees 
at foreclosure was not an investment in real 
property, but was an act intended only as 
temporary in order to prevent immediate loss 
to the estate; that the form of security, al- 
though physically realty, was still to be re- 
garded as personal property; that the taxes 
were not annual taxes imposed against the 
trust estate, but rather a charge against this 
particular piece of salvage, which the execu- 
tors had taken temporarily in the exercise 
of their prudent judgment; that the taxes 
were part of the general expenses to which 
the estate was put in an effort to prevent 
loss; that the amount of the foreclosed mort- 
gage, together with the expenses incurred for 
the foreclosure, the carrying charges and the 
amount of the loss of income suffered, should 
constitute one common account, and upon the 
liquidation of the account by sale of the 
property, the interests of the parties were 
to be adjusted, and each party—life benefi- 
ciary and remainderman—was to receive ““ex- 
actly his own, so far as it is possible to as- 
certain.” 


Computation of Interest Rate 
The court held that the carrying charges 
were properly paid out of principal for the 


time being, and that the proceeds of sale 
should pe distributed in accordance with the 
rule laid down in Meldon vs. Devlin (supra). 
In order to make such apportionment it was 
necessary to ascertain the amount of income 
invested in the two properties. The income 
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invested, the court said, was the income 
withheld from the life beneficiary, which 
would have accrued subsequent to the de- 
fault on each mortgage upon the principal 
locked up in the property, that is, the origi- 
nal amount of the mortgage and the various 
amounts of principal paid out for taxes, as- 
sessments and carrying charges from time to 
time. Such income was to be computed from 
June 1, 1878, in the case of the $15,000 mort. 
gage, and from December 1, 1874, in the case 
of the $3,000 mortgage. The only unknown 
quantity was the rate of interest to which 
the life beneficiary was entitled during the 
period that the property was held by the 
trustees. Should the rate be that reserved 
in the mortgage, or should some other rate 
be adopted ? 

The court found that the rate of interest 
prevailing during the twenty-four years the 
property was held by the trustees was 5 per 
cent, and, applying this rate, the result was 
that the life beneficiaries were entitled to 
more than the surplus over and above the 
principal moneys invested in the properties. 
The surplus would have given the life bene- 
ficiaries interest of between 4 per cent and 
41% per cent, but they were satisfied to have 
interest adjusted on this basis, and the ap- 
portionment was made accordingly by giv- 
ing the surplus of the proceeds of sale to the 
life beneficiaries. 


Rules Governing Deficiency and Surplus 

There are three points to be considered in 
comparing Meldon vs. Devlin with Matter of 
Marshall: 

(1) In the former the property was dis- 


of for less than the amount of the 
mortgages; in the latter the property was 
disposed of for more than the amount of the 
mortgages. In both cases the interest due 
to the life beneficiary was computed to the 
date of the sale of the property. In neither 
of these cases was a real profit realized 

that is, more than the amount of the mort- 
gage, carrying charges and accrued interest 
to the date of the sale. It would seem that 
in the case of a real profit, the amount to 
be credited to income should not exceed the 
amount of the interest of which the life ben- 
eficiary has been deprived ; otherwise the life 
beneficiary would receive part of the profits 
realized on the investment, which, under 
well-settled rules, belongs to the corpus. As 
a matter of fact, where the proceeds of sale 
exceed the total amount of the mortgage, 
carrying charges and the interest to the date 
of the sale, no apportionment would be nec- 
essary. The life beneficiary would receive 
the amount of such interest, and the balance 
would be transferred to principal. So much 


posed 
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of the amount transferred to principal as 
exceeds the amount of the mortgage and the 
carrying charges paid out of principal would 
constitute a profit to the corpus of the trust. 

(2) In the Meldon case, the interest due 
to the life beneficiary was computed at 6 per 
cent, although the rate fixed in the mortgage 
was 7 per cent. The record fails to disclose 
whether the 6 per cent rate was used be- 
cause it was the legal rate of interest or be- 
cause it was the rate generally prevailing at 
the time. In the Marshall case the compu- 
tation was made at the rate generally pre- 
vailing during the period of ownership by 
the trustees. The latter course seems to be 
more logical, since the life beneficiary has 
merely lost the interest which he would have 
received had the mortgage been paid and the 
proceeds reinvested by the trustees at the 
rate of interest then prevailing. This may be 
more or less than the interest reserved in the 
mortgage. One further observation should 
be made: With respect to the interest to be 
allowed from the date of default under the ° 
mortgage to the date of taking title by the 
trustee, it would seem that the rate fixed in 
the mortgage should control. If the property 
were bid in by a stranger at the foreclosure 
sale, there is no question but that the trustee 
would receive interest at such rate out of the 
proceeds of the sale. 

(3) In the Meldon case the amount of prin- 
cipal used as the basis of the apportionment 
Was merely the amount invested in the mort- 
gages. In the Marshall case the amount of 
the principal included not only the amount 
originally invested in the mortgages, but, in 
addition, all amounts paid out of principal 
for the expenses of foreclosure, taxes, repairs 
and other expenses incidental to the owner- 
ship of the property. 


Income Credited to Common Account 

It would follow from the reasoning of the 
court in the Marshall case that all sums re- 
ceived by way of income out of the property 
during the period of ownership should not be 
distributed, but should be credited to the 
“common account.” 

It would be obviously unfair and inequit- 
able to require the taxes and other expenses 
to be paid out of principal, and at the same 
time to permit the life beneficiary to enjoy 
the entire income. If these expenses are to 
be regarded as “a charge against this particu- 
lar piece of salvage,” then the income should 
similarly be regarded as a credit in favor 
of the same piece of salvage. The life bene- 
ficiary suffers no loss, since in the final com- 
putation the amount of income withheld dur- 
ing the period of ownership is ascertained 
and the life beneficiary receives his part of 
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the proceeds of sale based upon the amount 
of such income. 

A few later cases are of interest. In Mat- 
ter of Pitney (1906), 113 App. Div., 845, mod- 
ified on other grounds in 186 N. Y., 540, 
the trustees purchased the property on fore- 
closure of a mortgage investment. The prop- 
erty did not produce any income and the 
trustees deducted the carrying charges from 
the income realized on the balance of the 
trust estate. The court held that the carry- 
ing charges were incurred not for the pur- 
pose of producing income, but for the pro- 
tection of the property, and should therefore 
be charged to principal, The question in this 
case arose on an intermediate accounting. 
The property had not been disposed of, so 
that no apportionment could be made. The 
decision is therefore correct in so far as it 
requires the expenses to be paid out of prin- 
cipal during the period of ownership by the 
trustees. After the property is sold, a full 
computation and apportionment could be had 
in accordance with the rules above men- 
tioned. 

In Matter of Menzie (1907), 54 Mise., 188, 
it was also held that the life tenant should 
not be required to pay the expenses of pre- 
serving foreclosed property. 


Equitable Conversion 


Matter of Brooklyn Trust Company (1915), 
92 Mise., 674, affirmed without opinions 
in 1738 App. Div., 948 and 219 N. Y., 565, 
presents some difficulty. In that case the 
trustee took the mortgaged premises in merg- 
er of the mortgage, held the property for 
nearly four years, received insurance moneys 
in payment of the loss by fire of the build- 
ing, and subsequently sold the land, Surro- 
gate Ketcham held that the expenses for 
maintenance and preservation of the prop- 
erty were chargeable against income and not 
against principal. The learned surrogate fol- 
lowed the well-settled rule that annual taxes 
and carrying charges on real estate held by 
a trust estate must be borne by the life ten- 
ant in the absence of an unmistakable direc- 
tion to the contrary in the will (Matter of 
Albertson, 113 N. Y., 484, and other authori- 
ties cited). The surrogate held further that 
the moneys received by the trustee upon the 
loss by fire and the moneys received on the 
sale of the land took the place of the prop- 
erty and constituted principal. 

This conclusion seems doubtful to the writ- 
er. While the surrogate approved the act of 
the trustee in taking title to the property in 
order to save the expenses of foreclosure, the 
rules laid down in the cases cited above, with 
respect to the distribution of the proceeds 
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realized upon such property, were not, ap- 
parently, followed. It is possible, therefore, 
that the learned surrogate erred in regarding 
the property as representing principal only. 
If the moneys received by the trustee took 
the place of the property, as held by the sur- 
rogate, it is equally clear that the property 
took the place of the mortgage, and as shown 
by the foregoing authorities represented both 
principal and income. The carrying charges 
were paid to salvage this asset of the trust 
estate, which included both principal and in- 
come. 

In the writer’s opinion the decision would 
be clearly correct had the trustee originally 
invested the trust funds in real estate pur- 
suant to authority given by the testator’s 
will, but the case on appeal shows that the 
will was silent with respect to investments 
to be made by the trustee, and consequently 
the trustee was limited to investments au- 
thorized by law. The fact that part of the 
moneys realized on the property represented 
compensation for a loss by fire is of no sig- 
nificance. The fact remains that the moneys 
were realized on ,real property which was 
taken over by the trustee not as an invest- 
ment, but for the purpose of salvaging a 
mortgage investment, It should make no 
difference whether the moneys were realized 
through a sale, fire insurance, condemnation 
proceedings, or in any other manner. When 
realized, the moneys represent the final liq- 
uidation and reduction to cash of a trust in- 
vestment, including both principal and _ in- 
come, and should be apportioned. 

The figures disclosed by the case on ap- 
peal are interesting. The mortgage in ques- 
tion amounted to $7,500. The proceeds of 
the fire loss amounted to $5,034.96. The 
land was sold for $2,150, making a total sum 
realized on the property of $7,184.96, or 
$315.04 less than the amount of the mort- 
gage. 

Method of Calculating Interest 

The trustee’s account charged to principal 
the expenses paid for title search, consider- 
ation paid for the deed, arrears of taxes, ex- 
penses in connection with the fire loss, bro- 
ker’s commissions on the sale of the prop- 
erty and legal services, amounting in all to 
$969.08. During the period of ownership of 
the property no income was received thereon 
and there was expended for repairs, taxes, 
ete., the sum of $1,299.33, all of which was 
charged to income. During the period of 
three years and eight months covered by the 
account, the trustee received income on other 
assets of the trust estate amounting to $2,- 
884.45, of which $786.80 was turned over to 
the trustee by the executor pursuant to de- 





TRUST COMPANIES 


cree on the executor’s accounting and wus 
therefore earned prior to the setting up of 
the trust. This left $2,097.65 as the amount 
of income actually earned by the trustee on 
a trust estate of $17,902.73. Deducting from 
this sum of $2,097.65 the carrying charges of 
$1,299.33, there resulted for the period of 
three years and eight months a net income 
distributable to the life beneficiary of $798.32, 
less the commissions of the trustee and the 
expenses of the accounting. A mere state- 
ment of these figures illustrates the doubt 
above expressed concerning this decision. 

Neither the appellant nor the respondent 
cited a single one of the authorities above 
mentioned relating to the apportionment of 
the moneys realized on foreclosed property. 
The only case cited by the appellant was 
Lawrence vs. Littlefield (215 N. Y., 561), re- 
ferred to by Surrogate Ketcham in his opin- 
ion, which dealt with the distribution of the 
proceeds of the sale of unproductive real es- 
tate left by the decedent, and not with prop- 
erty acquired by a trustee on foreclosure of 
a mortgage investment. The respondent took 
the position that the question of apportion- 
ment was not involved and therefore re- 
frained from discussing the matter. 

With due deference it is submitted that 
the decision in Matter of Brooklyn Trust 
Company cannot be regarded as a binding 
authority on the questions herein discussed, 
and was not cited or followed in the cases 
hereinafter reviewed. 


Ratio Apportionment 

In Re Myers’ Estate (1916), 161 N. Y. 
Supp., 1111, the carrying charges exceeded the 
income derived from the property. Surrogate 
Fowler held, following Meldon vs. Devlin, 
that the sum received on the sale of the 
property should be ratably apportioned be- 
tween principal and income in the _ ratio 
which the principal invested bore to the in- 
terest which would have accrued upon such 
principal during the period of ownership. 

In Furniss vs. Cruikshank (1920), 191 
App. Div., 450, reversed on other grounds in 
250 N. Y., 495, the trustees invested $19,624.83 
in a bond and mortgage. Foreclosure pro- 
ceedings resulted in a sale to the trustees. 
The expenses, including arrears of taxes, 
amounted to $4,312.91. The trustees held 
the property for nine years, when it was sold 
for $17,000, and the difference of $6,937.74 
was charged as a loss against principal. This 
was approved by the court, although in di- 
rect conflict with the cases cited supra. How- 
ever, an examination of the case on appeal 
shows that no claim was made for the ap- 
portionment between principal and income 
of the proceeds of sale. Had such apportion- 
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ment been made, it is evident that the loss 
sustained by the principal account would 
have been greater. The referee who was ap- 
pointed to take and state the account of the 
trustees stated in his report: “* * * The life 
tenants do not complain of their loss of in- 
come and have not asked to apportion the 
proceeds of sale between principal and in- 
come, as might be done.” 

A very recent case is Matter of Jackson 
(135 Mise., 329, 1929, aff’d in 1931, 2382 App. 
Div., 425, reversed on other grounds in 1932, 
258 N. Y., 281). The trustee held a mortgage 
for $9,000. After default thereunder, he ac- 
cepted a deed to the premises to save ex- 
penses of foreclosure. At that time the ac- 
crued interest amounted to $1,840, making 
a total debt due of $10,840. The prem- 
ises were subsequently sold for $7,250. The 
trustees deducted $1,840 from the proceeds 
and reimbursed income, and credited the 
balance to principal. The principal account 
thus bore the entire loss. The surrogate held 
that this was improper, and that under the 
rule of Meldon vs. Devlin the loss should 
be apportioned by allowing to _ principal 
9000 /10840ths of $7,250, or $6,019.38, and by 
allowing to income 1840/10840ths of $7,250, 
or $1,230.62. Thus, the remaindermen suf- 
fered a loss of $2,980.62, and the life benefi- 
ciary suffered a loss of $609.38. The parties 
were apparently satisfied with this deter- 
mination, as the question was not raised in 
either the Appellate Division or the Court of 
Appeals. 

It is suggested, however, that the appor- 
tionment aforesaid is not in accordance with 
Meldon vs. Devlin and the subsequent au- 
thorities. The apportionment of the amount 
payable to income was based on the amount 
of interest due at the time the trustee ac- 
quired title. No allowance was made for 
the income withheld from the life beneficiary 
on the principal locked up in the property 
from the date of acquiring title to the date of 
the sale of the property. Furthermore, no 
mention is made in the opinion as to the ex- 
penses and carrying charges during the pe- 
riod of ownership by the trustee, nor as to 
the amount of income, if any, realized during 
such period, all of which should have been 
included in the apportionment. The writer 
has examined the case on appeal, but the 
schedules of the trustee’s account were not 
printed in full and are not sufficiently in- 
formative on this point. 


Summary of Rules for Procedure and 
Accounting 
To recapitulate, the procedure to be fol- 
lowed by trustees in apportioning the pro- 
ceeds of the sale of foreclosed property may 
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be stated as follows: A _ special account 
should be kept of the amount of the original 
investment in the property, the expenses of 
foreclosure, the carrying charges and ex- 
penses, as well as the income received during 
the period of ownership, All such income 
should be accumulated in this account and 
payment thereof to the life beneficiary should 
be deferred until the ultimate disposition 
of the property, since it is impossible to de- 
termine the amount to which the life bene- 
ficiary will be entitled. This will depend 
upon the length of time the property is held 
by the trustee, the rate of interest prevailing 
during such time, the amount of principal 
locked up in the property, and the net 
amount realized on the final sale of the prop- 
erty. At such time the net proceeds should 
be apportioned between principal and _ in- 
come as follows: 

(1) Ascertain the total amount of prin- 
cipal locked up in the property. This in- 
cludes the original amount of the mortgage, 
the expenses of foreclosure, the amounts paid 
for carrying charges during the period of 
ownership, less all rents received during such 
period. (Assume a mortgage of $10,000; 
carrying charges, etc., $1,000; rents received, 
$400; total principal locked up in the prop- 
erty, $10,600. ) 

(2) Ascertain 


the income in- 


This includes the in- 


amount of 


vested in the property. 
terest due on the mortgage to the date of ac- 
quiring title and the income withheld from 
the life beneficiary, consisting of interest on 
the principal locked up in the property dur- 
ing the period of ownership at the rate of 


interest prevailing during such time. (As- 
sume interest at 6 per cent to date of title, 
$600; interest at 5 per cent on principal 
locked up, $530; total income _ invested, 
$1,130; exact computation of interest not 
made for purpose of this example.) 

(3) Ascertain the amount to be appor- 
tioned. This will be the proceeds of the 
sale, the expenses incidental thereto, 
such as broker’s commission, counsel fees, 
ete. (Assume sale price $11,000; broker’s 
commission, $275; legal expenses, ete., $225; 
net proceeds, $10,500.) 

(4) The total of the principal and income 
found as above represents the investment in 
the property by the trust estate, to be used 
as the denominator in making the appor- 
tionment between principal and income. The 
rest is merely a matter of arithmetic. (Prin- 
cipal invested, $10,600; income _ invested, 
$1,130: total investment, $11,739. Share of 
proceeds to be credited to principal is 10600 / 
1170ths of $10,500, or $9,488.49. Share of 
proceeds to be credited to income is 1130/ 


less 
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11730ths of $10,500, or $1,011.51. Thus, of 
the loss of $1,230 realized on the sale of the 
property, the remainderman bears $1,111.51, 
and the life beneficiary bears $118.49.) 

It should be observed that in none of the 
eases cited herein does it appear that the 
trustees were authorized to invest trust 
funds in real estate. In Meldon vs. Devlin 
the trustees were directed to invest “in pub- 
lic stocks of the United States or of the State 
of New York, and not otherwise.” In Matter 
of Marshall the court said: “The purchase 
of the property by the trustees at foreclos- 
ure was not an investment in real property, 
for the trustees had no power under the tes- 
tator’s will to make an investment of that 
character.” In Furniss vs. Cruikshank the 
court said: “Of course, the law is well 
settled that the trustees were unauthorized 
to indefinitely hold this real property as an 
investment of trust funds and it was their 
duty to move with reasonable diligence to 
sell the property and reduce it to securities 
permitted by law for the investment of trust 
funds.” In Matter of Jackson the will au- 
thorized the sale of unproductive real estate 
and the investment of the proceeds “in any 
securities which are by law allowed to be 
held by savings banks in this state.” 

It may be that where the trustee is em- 
powered to invest trust funds in real estate, 
and he elects to treat the property acquired 
on foreclosure as a permanent investment 
and not as “salvage,” the rules enunciated 
in Meldon vs, Devlin and the other cases will 
have no application. 

a a & 

BANKERS ACCEPTANCE 
VOLUME 

Following a sharp increase in the volume 
of bankers acceptances during July, the total 
fell off unexpectedly during the month of 
August as shown by the survey of the Ameri- 
can Acceptance Council as of August 31st. 
The volume of all outstanding acceptances 
was reduced $44,247,352 bringing the present 
outstanding volume to $694,011,611. A major 
part of the current reduction was in the 
type of bills used to finance goods in domes- 
tic warehouses which went off $24,512,245. 

The sharp drop in the volume of warehouse 
credits, particularly, is very largely due to 
a shift in the type of borrowing to the com- 
mercial paper market. The cost of accept- 
ance financing today does not compare fa- 
vorably with the rate for which high-class 
borrowers may obtain their funds through 
the commercial paper market which just 
now is feeling the improvement in volume 
as well as in the high character of paper 
which they are able to secure. 


DECREASE IN 
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It’s Our Job to Manage 
Estates and Trusts 


CITY BANK FARMERS TRUST 
COMPANY, America’s oldest trust 
company, whose charter marked 


the inception of corporate trustee- 





ship in this country, is today a 
trust company exclusively. It does 
no commercial banking business 

.. sells no securities. Its entire 
personnel is dedicated to a single 
purpose — the care and manage- 


ment of the property of its clients. 


CITY BANK FARMERS TRUST COMPANY 


Chartered 1822 


22 William Street—New York 
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MAKE “LAST-MINUTE” 
INTO) PyV-WEO)N 
INSTANTLY AVAILABLE 


When customers call up—or come in—Burroughs Simplified Trust System 
enables the trust officer to supply any information desired, instantly, be- 
cause this new, simplified accounting plan keeps all the details of every 
trust, as well as the records of the trust department, right up to the minute. 
This and other advantages listed below are always available with the 


Burroughs Simplified Trust System. Compare them with your present plan. 


1 Adaptable to any type of trust. 6 Gives absolute control of every 


2 Simple enough for any book- trust and every transaction. 


keeper to operate. 7 Gives a daily automatic balance 
3 Plain enough to be understood of each trust and the entire 

by every person in the trust de- trust department. 

partment. Supplies information for audits, 
4 Flexible enough to provide for court reports, annual state- 

unlimited expansion. ments, income tax, etc., elimi- 


5 Inclusive enough to handle any nating special analyses. 


conceivable type of trust trans- 9 Easy to install as well as inex- 
action as a matter of routine. pensive to operate. 


BURROUGHS ADDING MACHINE COMPANY, DETROIT, MICH, 


BURROUGHS 


SIMPLIFIED TRUST SYSTEM 
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OPERATION OF TRUST DEPARTMENTS IN GROUP 
BANKING SYSTEM 


COORDINATION OF ADMINISTRATIVE POLICIES AND PROCEDURE 


C. E. DRAKE 


Vice-president, Northwest Bancorporation and Trust Officer, Minnesota Loan & Trust Company, 
Minneapolis, Minn. 


(Epiror’s Note: In view of the growing liberalization of branch banking privileges, 
the plan of centralized supervision described in the accompanying article is of highly 
practical value Constant research is resulting in marked economies in trust operations and 
the provision of well-rounded and integrated trust services in communities which justify such 


facilities. 


Mr. Drake, from his experience in trust organization in a territory primarily 


agricultural in character, outlines a program of development necessarily confined to a few 
centers of population serving wide areas. It will be recognized that these facilities are more 
concentrated than would be desirable in more highly industrialized sections of the country 
where land does not constitute such a large proportion of the wealth.) 


HE banks of the country have, during 

our period of prosperity and expansion, 

added continually to their scope of 
service and one field looked upon by them 
with great favor and as having unlimited op- 
portunities for expansion and reasonable 
prospect of profit was that of trust functions. 
However, the future of trust business as a 
part of the banking structure of the country 
appears problematical. National and state 
banks sought and were granted trust powers, 
and, without experience and with little knowl- 
edge or appreciation of the work to be done 
or the risk involved, undertook their per- 
formance. It was argued that great wealth 
was being amassed in the country which as 1 
matter of course must some day be left by 
its owners and, since their descendants would 
in many cases lack business experience or 
competency, the logical medium for its con- 
servation was a trust institution. 

Now that a very considerable portion of 
this wealth has deserted its holders, leaving 
no forwarding address, the urge for increas- 
ing and expanding trust facilities has greatly 
diminished. Banks which, prior to 1929, 
were expanding their functions, today find 
many of these functions eliminated by legis- 
lative act or absorption by government agen- 
cies so that it seems a serious question as to 
just what service a bank may, in the future, 
render its community or banks in general 
may render the nation. 

Of more particular moment for the purpose 
of this discussior is the question of what is 


to become of the trust activities of banking 
institutions. Incident to the enactment of 
recent state and federal legislation restrict- 
ing the sale of securities by banks, there has 
been considerable discussion of the segrega- 
tion of trust activities from other forms of 
banking. However, it is the judgment of 
financial men, so far acquiesced in by legis- 
lators, that except in very large centers of 
population and wealth, no institution per- 
forming solely trust functions could be sue- 
cessfully and profitably operated. Therefore, 
it would seem that trusts, if administered at 
all by financial institutions, must be handled 
as a part of the activities of banks rendering 
other forms of financial service. 


General Supervisory Organization 

I shall outline briefly the organization of 
the Northwest Bancorporation in order to 
clarify the discussion which follows regard- 
ing the operation of the trust departments in 
the institutions of the group. It is not pos- 
sible in this article to give any definite in- 
formation about the results of our work 
since, owing to the shortness of the time and 
our changes in policy, we have achieved but 
few definite results. I can only give some 
of our aims and purposes and tell how we 
are proceeding to accomplish these. 

The organization of the corporation 
brought together through the ownership of 
stock, 127 banks and trust companies located 
in the northwest and scattered through the 
states of Minnesota, Wisconsin, Iowa, Ne- 
braska, South Dakota, North Dakota, Mon- 
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tana and Washington. Of these institutions, 
27 were operating trust departments and sev- 
eral others were empowered to do so but had 
not yet undertaken the work. 

At the start, the Bancorporation, which is 
an owning and not an operating corporation, 
had few executive officers and exercised lit- 
tle supervision over the various units consti- 
tuting the group. It soon became evident, 
however, that in order to succeed with the 
group as a unit there must be a central or- 
ganization which would attempt to coordi- 
nate the activities of all the units, serve as 
a medium of exchange for ideas, carry out 
policies laid down by the board of directors, 
and work to bring about various betterments 
for the common good of all. 

There was therefore set up a central ex- 
ecutive group headed by a vice-president as 
general manager and consisting at first of a 
small group of assistants. This organization 
has been changed and remodeled from time 
to time until now the government of the 
corporation is set up on lines very similar to 
our national organization, the board of direc- 
tors, who are also the executive committee, 
serving as the judiciary, the executive offi- 
cers constituting the executive branch and 
the general and state committees, the legis- 
lative department. The general examiner and 
the controller report to and are responsible 
only to the board of directors. The banks 
are divided into groups with a supervisor 
working with each group and the different 
executives supervising various activities such 
as personnel, credits, loans and discounts, 
bond accounts, ete. 

The state committees are made up of ex- 
ecutive officers of component banks who meet 
and recommend procedure and practice for 
the banks in the state and these recom- 
mendations are passed on to the central oper- 
ating committee made up of executive offi- 
cers of the larger banks in the group. This 
last committee is set up to establish the 
methods and practices to be followed by all 
the banks and, on confirmation by the gen- 
eral manager or an appeal to the directors, 
these become binding on all members in the 
group. Aside from these general rules of pro- 
cedure so determined and aside from such 
action as the board of directors may take as 
controlling the stock in each of the unit 
banks, each bank operates as its directors 
and officers may determine, the same as any 
independent bank. 


Coordinating Policies and Practices by 
Central Supervision 
When the central executive organization of 
the Bancorporation was first set up, the trust 
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end of the business was considered of great 
importance, capable of developing to a large 
volume with commensurate earnings. An ex- 
ecutive placed in charge of trust work under- 
took the development of the various trust 
departments in the member banks into big- 
ger and better units by publicity, training of 
personnel, establishment of better accounting 
systems, unification of practices, and syste- 
matic supervision of investments. 

This was a heroic undertaking but, as ex- 
perience taught us, too big and complicated 
to be productive of worthwhile results. As I 
have said, there were twenty-seven institu- 
tions performing trust functions scattered 
over seven states having different laws to 
govern their activities and having grown up 
under widely varying conditions and prac- 
tices. When you add to this the fact that 
each trust department performs many differ- 
ent functions, each hedged about with its 
own rules of law or lack of them and its 
own established or unestablished methods of 
procedure, and each individual trust being a 
group of individual problems in itself, you 
get some conception of the gigantic task of 
trying to operate a group of trust depart- 
ments. 

Considerable progress was made, however, 
in the way of installation of accounting sys- 
tems and other betterments but, on analysis, 
it was found that many of the trust depart- 
ments did not have sufficient trust assets to 
warrant their continuance either on the 
ground of furnishing a useful service to the 
community or yielding a reasonable return. 

In addition, it was not possible to man 
these departments with men trained and 
experienced in trust work and they repre- 
sented an actual loss and potential liability. 
It was therefore determined after careful 
study of each of these trust departments that 
all except a few of the larger ones located in 
centers of population and wealth where they 
had possibilities of growth, should be liqui- 
dated and closed. The remaining ten trust 
departments were to be more closely super- 
vised and encouraged through interchange 
of ideas to adopt and follow the procedure 
and practices which seemed to best insure 
success and growth. As vice-president in 
charge of trust activities, I am not attempt- 
ing to operate these various trust depart- 
ments in the group, or even to supervise 
them, but rather trying to act as a clearing 
house of ideas and pass on to them such 
suggestions as my associates and I may have 
regarding the conduct of their business. The 
institution with which I am identified as 
trust officer has had fifty years of experience 
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in trust work and I have been with it in this 
work twenty-one years. Some of my asso- 
ciates have had a longer experience. The 
other institutions in our group doing trust 
work are younger and smaller, but many are 
sizable and have men of excellent training 
and ability on their staff. 


Delegation of Trust Duties 


It is my judgment, in which I think tbe 
other trust men in our group concur, that 
in the main, each of the trust departments 
in the group must run its own shop as it 
thinks best and stand or fall on its merits. 
We of the executive staff and the operating 
committee will give it such help and advice 
on general problems of administration as 
we can, but its specific acts and problems 
must be determined and solved by its own 
personnel. It will be held responsible for 
the results and credited with its accomplish- 
ments. The examining staff of the Bancor- 
poration examines these trust departments 
periodically and their examiners are being 
trained to report such matters as a trust 
man wishes to know. These examinations 
disclose the volume of business, the profits, 
the trust assets, both in gross and as to par- 


Lane D. Webber 
Vice-President 





ticular trusts, with a list of the securities 
and data as to them, such as defaults, ete., 
also information as to actual or potential lia- 
bility incident to the trust operations. 
Periodically I visit each of these institu- 
tions, usually taking with me one or two of 
my associates, going over the institution in 
detail, studying its personnel, its method of 
operation, its quarters, its relation to the 
rest of the institution, and particularly its 
investments and liabilities, actual and poten- 
tial. As I have said, each problem in a trust 
department has its own peculiar background 
and must be studied with this in mind in 
order to make any judgment regarding it 
worth while. The men who work on these 
examinations are usually specialists in in- 
vestments and in trust development. Each 
of the trust departments send in monthly a 
list of their new investments and their sales, 
also lists of new business acquired. They also 
send in questions as to policy or procedure in 
various matters, which I endeavor to an- 
swer. Each month a letter is sent to all the 
units, which my associates help me in fram- 
ing, dealing ‘with investments, taxes and 
other matters of particular interest to trust 
men. In these letters and in all our work 
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and communications, we try to be specific 
rather than general. 


Problems in Providing Adequate Trust 
Service 

The most difficult problem for any trust 
department is its investments, and this is 
especially hard for the smaller ones where 
they cannot maintain a man trained in the 
handling of securities or a statistical depart- 
ment. However, since the states all vary 
materially as to their investment require- 
ments and each trust usually contains its 
own special restrictions and requirements, I 
‘annot at present see how this matter can be 
handled by a central agency for the group, 
although this was the dream of some at the 
inception of this organization. 

Personnel is of course of paramount im- 
portance in each trust unit, and necessarily 
much attention is being given to strengthen 
and better the personnel in our units. Trust 
men are for the most part made, not born, 
but certain mental and physical characteris- 
tics help greatly. It is a difficult job to build 
an organization from the top down and not 
as it should be, from the bottom up, but in 
some cases time will not permit of this and 
we must do the best we can with the mate- 
rials at hand. 

Outside of Minnesota and Nebraska, we 
are operating only one trust unit in each 
state and, so far as possible, are trying to 
attract all the sizable worthwhile business 
in the state into this center. The extent to 
which this can be done seems now to be 
limited, but plans are being formulated for 
statewide canvassing by the department in 
an attempt to bring in this scattered busi- 
We do not believe that the California 
slogan of metropolitan trust service in every 
hamlet is possible or practicable in this par- 
ticular section, and I cannot see how state- 
wide branch banking can materially affect 
our situation. There is a strong tendency for 
the big business in the smaller centers to go 
to the larger institutions in the big centers, 
even if outside the state. 

In my judgment the possibility of success- 
ful development of trust business outside the 
large centers of population, that is in towns 
of 100,000 or less, is still questionable in 
sections of the country not yet industrialized 
to any extent, and may prove both unprofit- 
able and impractical. The reason for this 
condition is that without a substantial vol- 
ume (say about ten millions in trust assets), 
it is impossible in a trust department to 
maintain a trained, well-rounded and compe- 
tent organization capable of carrying on the 
work in a satisfactory manner without un- 
due risk of liability. 


ness. 


COMPANIES 


Commercial and savings banks may have 
their problems in these days of change, but 
the trust departments have a multitude of 
them, and they face us at every turn. Like 
Alice in Wonderland, we are continually con- 
fronted with strange and frightening situa- 
tions and, like her, we must worry through 
them with patience, courage, and intelligence, 
remembering that Alice, though a very little 
girl, came through safely to the end. 

a fo & 
TREASURY RECEIPTS OVERTAKING 
EXPENDITURES 

On September 16th receipts of the United 
States Treasury overtook expenditures for 
both ordinary and extraordinary account. 
For the first sixteen days of the month reve- 
nues were $194,461,594, general (ordinary ) 
expenditures were $136,737,754 and total 
expenditures, including ordinary were $193,- 
827,988. For the elapsed portion of the fiscal 
year 1933-34, July 1st through September 
16th, there is still an excess of expenditure, 
but it has been reduced to $229,051,851. For 
the corresponding period of the previous fis- 
cal year excess of expenditures was $711.- 
S45,774, receipts being $333,956,498 and ex- 
penditures, including Reconstruction Finance 
Corporation net loans, $1,045,S00,273. 

The chief increase in receipts for the cur- 
rent fiscal year is in miscellaneous internal 
revenue from excise taxes which amounted to 
$317,408,S66 compared with only $141,624.- 
662 in the corresponding period a year ago. 
Customs receipts have risen sharply to $75,- 
107,422 for the period July 1-September 16, 
1933, compared with only $55,S09,S76 in the 
corresponding period last year. Income tax 
receipts of $103,093,76S are slightly under 
the $116,512,508S received from this source in 
the corresponding period in 1932. Actual 
cash outlay from the Treasury for account 
of Reconstruction Finance Corporation loans 
in the period July 1-September 16th was only 
$127,850,049, compared with $283,816,353 in 
the same period last year. 


PLANS FOR MUNICIPAL DATA SERVICE 

Representatives of a number of prominent 
New York banks recently attended a luncheon 
at the Bankers Club at which Morris S. Tre- 
maine, State Controller, and Dr. Thomas H. 
Reed of the National Municipal League were 
the principal speakers. Plans for the forma- 
tion of a municipal financial service under 
the auspices of the National Municipal League 
were discussed. Such a service is planned to 
make available to banks complete and accu- 
rate information regarding the financial po- 
sition of all important communities in the 
country. 
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TRUST COMPANIES 


SALMON P,. CHASE 
Secretary of the Treasury under LINCOLN 


A BACKGROUND 
of Banking and Trust Service 


THE CHASE NATIONAL BANK 
of today is a development both of a 
long period of natural growth and of a 
series of comparatively recent consoli- 
dations. The most notable of these 
were with The Mechanics and Metals 
National Bank, The National Park 
Bank and The Equitable Trust Com- 
pany of New York. Each of these banks 
Was an outstanding financial institution 
and each made a substantial contribu- 
tion to the service, man- 
agement, resources and 
prestige of The Chase 
National Bank. 

Today the Chase, as a 


commercial bank, offers 


1877 (Organized) $ 
a ee 
ee 


every facility and conveni- 


1933 (June 30). . 


Growth of 
Chase Total Resources 


ence known to conservative banking. Its 
background of long experience and the 
advantages of its international facilities 
have attracted the accounts of banks, 
bankers, business houses and individuals 
from all parts of the world. 

As another important phase of its 
operations, the Chase conducts a Trust 
Service which at all times has justified 
confidence in its effective discharge ot 
fiduciary responsibilities. Sympathetic 
and expert attention is 
made available in this high- 
ly specialized and technical 
field, through the Chase 
Personal Trust Depart- 


1,042,009. 25 
9,489, 346. 24 
36, 239,476.68 
105,096,072. 52 
422,460, 081.73 


ment, to those whose affairs 


are placed in its charge. 


1,001, 292, 727.31 
1,727,182, 164.14 


CHASE NATIONAL BANK 


OF THE CITY 


OF NEW YORK 
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TRUST DEPARTMENT OPERATIONS AND THE 
BANK HOLIDAY 


POLICIES GOVERNING FIDUCIARY FUNCTIONS IN CLOSED 
OR RESTRICTED BANKS 


J. F. T. O°CONNOR 
Comptroller of the Currency, Washington, D. C. 


(Epitor’s Norte: 


The following statement, read before the Trust Division at the 


recent American Bankers Association Convention, presents a survey of the administration 
of trust department funds held by national banks placed under conservators, since enactment 
of the National Bank Holiday. Factors underlying and determining the policies and rulings 
of the Comptroller of the Currency in the handling of these trust funds are discussed, as well 
as rights and duties of conservators in the carrying out of trust obligations. Mr. O’Connor - 
calls attention to the very satisfactory record as deserving of continued public confidence.) 


OLLOWING the hectic days of the state 

banking moratoria, the office of the 

Comptroller of the Currency was called 
upon almost overnight to undertake an un- 
precedented volume of work and was expect- 
ed promptly to give the correct answer to 
many vexing problems for which no prece- 
dents had been established either in banking 
experience or law, Under and pursuant to 
the provisions of the Bank Conservation Act, 
conservators were appointed for over a thou- 
sand national banks within a few days. Most 
of these appointments were made by tele- 
graph, and the conservators, except for the 
Bank Conservation Act, were without ex- 
plicit instructions as to their duties and 
rights, although most of them seemed thor- 
oughly cognizant of their responsibilities. 
This resulted in a literal deluge of calls to 
the office of the Comptroller of the Currency, 
requesting instructions and authority to en- 
able the conservators to meet the exigencies 
of the situation existing in their respective 
communities. Every effort was made to ex- 
pedite the work but the physical situation 
was such that regrettable delay was in- 
evitable. 


Volume of Funds Restricted 

Of the 1,026 banks placed in the hands of 
conservators, it was found that a total of 
345 banks had trust departments with trust 
assets of an aggregate value of approxi- 
mately $317,000,000, involving over sixteen 
thousand separate fiduciary relationships and 
the affairs of countless beneficiaries. This 
value represents only personal property and 


does not include real estate owned by the 
several trust estates,. The trust departments 
range in size from the very smallest, having 
only one or two accounts, to the large trust 
departments having many and varied fidu- 
ciary accounts. In this connection, it may 
be interesting and significant to compare 
these figures with the figures compiled as of 
June 30, 1932 relative to trust departments 
of national banks, which figures reflect that 
there were, as of the date mentioned, 1,774 
active trust departments in national banks 
involving over one hundred four thousand 
separate trust relationships and trust assets 
of approximately $5,000,000,000. 

Of the 345 banks operating trust depart- 
ments placed in the hands of conservators, 
there have been, as of August 23d, 20 banks 
declared insolvent and receivers appointed 
therefore, who will liquidate the trust de- 
partments of these banks under supervision 
of the office of the Comptroller of the Cur- 
rency. As of the same date, 57 of the 345 
banks have been licensed; however, the ma- 
jority of these banks were licensed for the 
purpose of consummating some plan of re- 
organization, and the trust department of 
“ach bank will be liquidated by the conserva- 
tor under the supervision of ‘the Comptroller 
or by a liquidating agent under the super- 
vision of the bank’s board of directors, de- 
pending upon each respective plan of reor- 
ganization. Of the 345 trust departments in 
conservatorship, there remain, as of August 
23d, 268 trust departments with trust assets 
aggregating approximately $217,000,000. 
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From the very first day of conservator- 
ships, problems began to arise as to protec- 
tion of trust assets, as to administering trust 
funds, distribution amongst beneficiaries, il- 
legal preferences and numerous other prob- 


lems, Realizing the nature and importance 
of these problems, almost the first step of 
the Comptroller’s office was to establish a 
separate unit in the Conservation Division of 
the office to undertake the proper supervision 
of the affairs of these trust departments. 
The administration and the final disposi- 
tion of the affairs of these 345 trust depart- 
ments were of vital importance, not only to 
the particular trust departments, the banks 
and beneficiaries involved, but also to the 
corporate fiduciary idea generally. This fact 
was recognized by the office of the Comptrol- 
ler of the Currency, as well as by trust men 
generally who were justifiably proud and 
jealous of the enviable reputation gained by 
corporate fiduciaries as a result of years of 
faithful, conscientious and economical admin- 
istration of trust relationships. This office 
has endeavored to cooperate in so far as 
it consistently could, under the law, to the 
end that the integrity of the trust depart- 
ments of national banks might be maintained 
and that the beneficiaries might experience 


the minimum of hardship or inconvenience 
during the period of conservatorship. 


Reports on Segregation and Collateral 

Theoretically, the trust department of a 
national bank, if operated in strict conform- 
ity with the existing regulations, would not 
be subject to the vicissitudes of the bank as 
a whole and could continue to function in a 
perfectly normal and unrestricted manner, 
without regard to the ultimate disposition 
of the commercial affairs of the bank. In 
practice, however, the Comptroller of the 
Currency could not presume that such an 
ideal situation existed in each conservator- 
ship bank, since experience has shown that 
many banks either do not properly interpret 
the regulations governing operation of their 
trust departments, or for various other rea- 
sons fail to comply properly with such regu- 
lations. It was necessary, therefore, to as- 
certain the true condition of ‘the trust de- 
partment of each bank, as of its official clos- 
ing date, and hence the first instructions to 
conservators following their appointment re- 
quired the preparation by them of a report 
giving a complete statement of the bank’s 
trust department, including the description 
and market value of securities pledged by 
the bank to protect the deposit of uninvested 
trust funds. The information contained in 
these reports was an important factor in de- 
termining to what extent each bank could be 
authorized to resume normal trust opera- 
tions, or the nature and extent of the re- 
strictions which, in some instances, had to 
be imposed in order that each trust account 
might receive the same fair and impartial 
treatment and that no illegal preferences of 
one trust account over another would result. 


Power to Disburse Trust Assets 

At the same time, it was realized that to 
obtain and properly analyze these trust de- 
partment reports would require some time, 
and that it was desirable and probably nec- 
that conservators should be given 
limited authority with reference to trust 
department operations during the interim. 
Accordingly, conservators were instructed to 
“rule-off”’ the trust department ledgers so as 
to differentiate between transactions occur- 
ring prior and subsequent to the bank’s clos- 
ing; furthermore conservators were given 
power to collect income and principal of 
trust investments in the usual way, but 
monies so collected were to be segregated 
and kept in cash or on deposit in a special 
account with the local Federal Reserve Bank. 
As to funds so collected, conservators were 
empowered to disburse them amongst the 
proper parties, without restriction or limita- 


essary, 
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tion, in strict accordance with the terms of 
the governing trust instruments or existing 
court decrees. The Comptroller realized that 
this general authority might not be sufficient 
in some instances to meet the exigencies of 
a particular situation, and hence conserva- 
tors were authorized to disburse, from the 
funds of a particular trust account received 
prior to closing, such sums as in the con- 
servator’s discretion might be necessary to 
provide the necessities of life, such disburse- 
ments, of course, to be in strict accordance 
with the terms of the governing trust in- 
struments and existing court decrees, 

After determining the preliminary powers 
to be given to conservators, it became neces- 
sary to decide whether these trust depart- 
ments should be liquidated or their adminis- 
tration continued. Before deciding this ques- 
tion, careful study had to be given to the 
reports required to be furnished by conserva- 
tors, in order to ascertain the solvency of 
the several trust departments, and to deter- 
mine whether or not administration of these 
departments would result in illegal prefer- 
ences. It is to be remembered that, under 
Section 203 of the Bank Conservation Act, 
conservators were given the rights, powers 
and privileges possessed by receivers of in- 
solvent national banks: these rights as well 


as the duties and obligations of conservators 
were made practically equivalent to those of 
receivers of national banks and the rights of 
all parties were declared to be, in most re- 
spects, the same as if a receiver had been 
appointed. In authorizing any action by the 
conservator which might affect the rights of 
any of the parties in interest in a conserva- 
torship bank, the Comptroller was therefore 
bound to follow in large measure the law and 
practice established in connection with the 
liquidation of insolvent national banks. The 
fundamental requirement in insolvent banks 
is that of ratable distribution amongst all 
depositors and creditors, and this same re- 
quirement appears in Section 206 of the Bank 
Conservation Act. In addition to distribu- 
tion to ereditors and depositors, receivers are 
frequently permitted to expend funds of 
their trusts to redeem pledged assets where 
it is clear that, by reason of the value of the 
redeemed assets and by reason of the an- 
ticipated dividends on the secured debt, such 
redemption is in the best interests of the 
ereditors of the bank. Conservators also 
have this same power, not only because of 
the statutory equivalency, but also because, 
by Section 203 of the Bank Conservation Act, 
power is given to take all action “necessary 
to conserve the assets of such bank.” 
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In most instances, the trust cash was on 
deposit in the commercial department of the 
bank, protected by the pledge of certain as- 
sets. If the total of the value of the col- 
lateral so pledged, plus the probable divi- 
dends upon the trust department’s general 
claim as a depositor in the bank, was less 
than the total of the trust department’s cash 
liability to each trust account, it would fol- 
low that full payment to any one trust ben- 
eficiary would result in the illegal preference 
of one trust account over another. It was 
the Comptroller’s responsibility, under the 
law, to see that no such preferences were 
permitted. The necessity therefore arose for 
determining the amount of the bank’s actual 
liability to the trust department on account 
of the cash deposits of the trust department 
and the adequacy of the collateral pledged 
to protect such deposits, before the Comp- 
troller could authorize any payment of the 
cash balances due to any particular trust ac- 
count. In addition, there are many instances 
in which the bank’s books do not accurately 
reflect cash liability to the trust department. 

Distinction Between Conservator and 
Receiver 


The broad question still remains, as to 


whether these trust departments should be 
liquidated, or whether their continued opera- 
tion should be permitted, with such necessary 


restrictions as circumstances might require. 
While there appears to be no judicial deci- 
sion determining the powers and duties of a 
national bank receiver with reference to the 
trust functions of the bank, yet receivers 
have heretofore been permitted to continue 
the exercise of these trust functions only so 
long as necessary pending resignation and 
Subsequent transfer of trust property to a 
duly qualified successor fiduciary. However, 
Section 203 of the Bank Conservation Act 
further provides that: “The conservator, un- 
der the direction of the Comptroller, shall 
take such action as may be necessary to con- 
serve the assets of such bank pending further 
disposition of its business as provided by 
law.’”’ By section 208 of the Bank Conserva- 
tion Act, provision is made for turning back 
“the affairs of the bank” to the board of 
directors thereof by the conservator upon the 
termination of the conservatorship by the 
Comptroller in accordance with Section 205. 
The evident intent is to preserve the assets 
of the bank, as far as possible, in such form 
that, upon termination of the conservator- 
ship, normal business could be resumed with- 
out prejudice to the bank. In view of this 
legislative intent, the Comptroller of the 
Currency has felt entirely justified in taking 
the position that the conservator succeeded 


to the rights and duties incident to exe- 
cution of trusts, of which the bank was trus- 
tee at the time of the appointment of the 
conservator. While it may be remarked that 
“good will’ is not ordinarily an asset in the 
hands of a receiver, since the continuance of 
the business of banking is definitely at an 
end and liquidation is now in order, yet it 
would appear that the opposite is clearly 
true in the case of a conservator. A trust 
department and the “good-will” of its cus- 
tomers are certainly assets of the bank, to 
be preserved as far as possible, in order 
that they might be returned to the proper 
officers of the bank if reopening is permit- 
ted. Accordingly, the Comptroller of the Cur- 
rency decided to continue the administration 
of trust matters through conservators to as 
full an extent as practicable. 


Administrative Problems 

One of the practical difficulties facing the 
Comptroller was that occasioned by the time 
involved in examining the reports in order 
to ascertain, as to each bank, not only wheth- 
er or not the trust monies on deposit in its 
commercial department were adequately se- 
cured, but also whether or not all of the ex- 
isting trust department liabilities had been 
disclosed and classified as such. Innumer- 
able claims have been asserted by those 
whose true relation to the bank is that of 
ereditor rather than of beneficiary. All such 
claims, necessarily, must be thoroughly in- 
vestigated before allowance, since such 
claims if allowed would, in many instances, 
necessitate a prorating of the funds avail- 
able. In many instances, it has been neces- 
sary to have special examinations made of 
particular trust departments. 

While the Comptroller has thus continued 
the administration of trust estates to the 
fullest extent possible, he has not felt that 
the Bank Conservation Act could be inter- 
preted to authorize conservators to accept 
new trust appointments and to subject as- 
sets of their respective banks to the possi- 
bility of new liabilities. 

In furtherance of the conservation 
the Comptroller felt that, during the 
servatorship period, all final settlements and 
matters involving the ‘termination of trust 
relationships should be postponed pending 
the ultimate disposition of the affairs of the 
bank, unless the circumstances of the par- 
ticular case made such a course inadvisable. 
The reason for this was, not only the pos- 
sibility of the transformation of the trust 
estate upon the termination of the existing 
trust, but also the difficulties which might 
be involved if it was necessary to liquidate 
investments to make final settlements. 


idea, 
con- 





TRUST COMPANIES 


Another important problem was that of 
making investment of trust monies. It was 
realized that, at the inception of the fiduciary 
relationship, most persons creating such re- 
lationships must have taken into considera- 
tion the “personality” of each respective 
trust department as reflected in its manage- 
ment. Since that management ceased upon 
the appointment of a conservator, the Comp- 
troller felt that no action should be taken 
by the conservator materially affecting the 
interests of any of the trust beneficiaries 
when such action involved the exercise of 
2 discretion originally vested in the man- 
agement of the bank. For this reason, in- 
vestment or reinvestment of trust funds was 
not permitted during conservatorship, unless 
all parties in interest were legally competent 
to direct or approve such investments or re- 
investments, or unless investments were ab- 
solutely necessary to preclude loss to the 
trust estate and such action was directed 
or approved by a court of competent juris- 
diction. It must be remembered that each 
trust department presented varying condi- 
tions and problems. Therefore, it was im- 
possible to formulate any general and unal- 
terable rules governing the administration of 
the trust departments during this period. 


Record Merits Confidence 

The splendid spirit of cooperation which 
has been manifested by trust department cli- 
ents, and the sympathetic understanding and 
fortitude with which they have borne such 
inconveniences as resulted from the banks’ 
conservatorship, have been very gratifying 
to the office of the Comptroller of the Cur- 
rency and should be gratifying to all who 
are interested in trust business generally 
since this spirit bespeaks the confidence of 
the public in the corporate fiduciary. In view 
of the number of banks still in the hands of 
conservators, it is impossible to prophesy 
With any accuracy as to the final outcome 
of all these trust departments. However, if 
experience thus far can be taken as a cri- 
terion, it is the opinion of the Comptroller 
of the Currency that the general situation 
with respect to the trust departments in- 
volved is, on the whole, very satisfactory and 
the “record” constitutes an important con- 
tribution to the maintenance of public con- 
fidence in the corporate fiduciary. 

Trust administration has never laid claim 
to infallibility of judgment or foresight, and 
there have been, of course, a few isolated 
instances where thorough investigation has 
disclosed questionable methods of trust de- 
partment procedure, or where the ultimate 
disposition of the claims of trust department 
customers are matters of adjustment and 
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litigation. There will probably be trust crit- 
ies or certain “enemies” of corporate trus- 
teeship, who, prompted by selfish or un- 
worthy motives, will try to capitalize upon 
these isolated cases. However, criticisms so 
motivated and based upon such foundations 
cannot impeach the record or gainsay the 
growing public confidence in trust depart- 
ments of national banks. 


a me ee 


FLAGLER TRUST FUND ATTACKED 

A hearing to determine the liabilities of the 
trustees of the estates of the late Henry M. 
Flagler and his late widow, Mary Lily 
Flagler Bingham, to pay the interest on in- 
debtedness of the Florida East Coast Rail- 
way was recently opened. 

The suit to force the estates to pay the 
defaulted interest on the railroad securities 
is based on the construction of a clause in 
Mrs. Bingham’s will establishing a twenty- 
one-year trust fund to be applied to the 
maintenance and administration of the road 
and the Florida East Coast Hotel Company, 
two of the outstanding projects of her hus- 
band’s career, which began with his partner- 
ship with John D. Rockefeller in the Stand- 
ard Oil Company. The fund is said to have 
a value of about $10,000,000. 
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FEDERAL ESTATE TAX ADMINISTRATION 


GUIDING PRINCIPLES TO BE FOLLOWED IN MAKING RETURNS 
ROBERT M. ESTES 


Former Deputy Commissioner of Internal Revenue in Charge of Miscellaneous Taxes 


(Epiror’s Note: In the accompanying article Mr. Estes authoritatively explains the 
requirements for executors and administrators in interpreting the provisions of the present 


Revenue Act and discusses features of its administration. 


Instructive suggestions are made 


for avoiding complications in computing credits allowed and valuation of estate properties 
for purposes of the Federal Estate Tar. The attitude of the Bureau of Internal Revenue is 
discussed in respect to proper valuing of such assets as stock in closely-held corporations and 
proprietary interests where the rule of common sense rather than a fired formula must guide). 


T is not the purpose of the present article 
to deal with the substantive provisions of 
the Federal estate tax law, but to treat 

rather of some features of the estate tax 
law and its administration which may not be 
so generally understood as are the require- 
ments of the law with respect to the property 
subject to such tax, and the deductions and 
exemptions allowed. The Federal estate tax 
appears to have become a permanent part of 
the tax system of the United States, and 
meets most of the requirements of an ideal 
tax. With its exemptions and graduated 
rates, the amount imposed accords with the 
ability to pay, while at the same time it may 
be said to reflect a tax upon the protection 
afforded to the property and to the decedent 
in its accumulation. Its collection is certain 
and the administration of the law is com- 
paratively simple. While means of avoidance 
do exist, they are of such character that they 
are not generally used. 

The Federal estate tax has withstood two 
concerted efforts of its opponents to secure 
its repeal, based primarily upon the ground 
that the imposition of such a tax is more 
properly within the field of state taxation. 
This ground has been largely removed by 
the provisions inserted in the 1924 and sub- 
sequent acts providing that estate, inherit- 
ance, legacy and succession taxes paid to the 
various states should be allowed, within Cer- 
tain limitations, as a credit to reduce the 
amount of tax payable to the United States. 
With such a provision, the advantage of resi- 
dence in any particular state has been large- 
ly removed, so far as estate and inheritance 
faxes are concerned, and the states have, 


generally, imposed higher taxes than existed 
prior to the provision for such a credit. 
Complexity of Credit Provisions 

The credit allowed against the Federal es- 
tate tax on account of estate, inheritance, 
legacy or succession taxes paid to the states 
has developed into one of the principal com- 
plexities of the law. This credit, which was 
first granted in the Revenue Act of 1924, 
was limited to 25 per cent of the Federal 
estate tax. In the Revenue Act of 1926 this 
maximum limit was extended to SO per cent 
of the Federal estate tax. The Revenue Act 
of 1932 was enacted primarily for the pur- 
pose of securing additional revenues for the 
Federal Government. To accomplish this pur- 
pose, Congress left untouched the provisions 
of the Revenue Act of 1926 and provided for 
a tax upon estates in addition to the tax 
imposed by the Revenue Act of 1926. With 
respect to this additional estate tax, no credit 
is allowable for taxes paid to the various 
states but the provision for credit to the 
extent of SO per cent of that portion of the 
tax which is computed under the Revenue 
Act of 1926 remains unchanged. 

The computation of the additional tax im- 
posed by the Revenue Act of 1932 tends to 
confuse taxpayers unless the purpose in re- 
gard to the limitation of the credit for state 
taxes paid is kept in mind. The Revenue 
Act of 1932 sets forth a schedule of rates. 
The tax computed in accordance with this 
schedule is the total tax imposed by the 
Revenue Act of 1926 and the additional tax 
imposed by the Revenue Act of 1932; that is, 
the total of the tax and additional tax before 
the allowance of any credit. In order to 
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determine the maximum amount of credit 
allowable on accotint of estate, inheritance, 
legacy, or succession taxes paid to any state 
or territory, it is necessary to compute the 
amount of the tax imposed under the provi- 
sions of the Revenue Act of 1926, the credits 
being limited to 80 per cent of such amount. 
In computing the tax imposed by the Revenue 
Act of 1926 and the tax in accordance with 
the rate schedule of the 1932 Act, it is nec- 
essary to keep in mind that a specific exemp- 
tion of $100,000 is allowed under the provi- 
sions of the Revenue Act of 1926, while in 
the Revenue Act of 1932 the specific exemp- 
tion is reduced to $50,000. 

Although the Revenue Act of 1932 by its 
provisions requires specifically that many 
inter vivos transfers be considered in com- 
puting the estate tax, the Act also imposes 
another tax upon all inter vivos transfers 
not made for an adequate and full considera- 
tion in money or money's worth. This tax, 
known as the “Gift Tax,” and the estate tax 
make all transfers, over and above the ex- 
emption allowed, subject to a tax when made 
for less than an adequate and full considera- 
tion in money or money’s worth. In order to 
avoid double taxation, credit is allowed upon 
the estate tax for gift tax paid in respect of 
a gift where an estate tax is also imposed 
in respect to such transaction. The credit 
for gift tax paid is limited in that it can- 
not exceed an amount which bears the same 
ratio to the estate tax as the value of the 
gift bears to the value of the entire gross 
estate. 

The taxes imposed upon transfers of prop- 
erty by gift are substantially lower than 
those imposed upon transfers by death. With 
the increased rates of estate and income 
taxes imposed by the Revenue Act of 1952, 
the gift tax should not serve as a deterrent 
to the making of gifts for the purpose of 
reducing those taxes. It is reasonable to 
suppose that there will be an increased ten- 


dency to split up large estates during the 
lifetime of the owner, either by absolute gift 
to those who are the natural objects of his 
bounty, the creation of trusts, or other means 
which will permit the burden of these taxes 
to be avoided. 


Duties of Executors in Computation 
and Filing 

There is imposed upon the executor of an 
estate the duty of filing returns and paying 
the estate tax. Executors are defined by the 
law itself as including executors or adminis- 
trators, or, if there no executor or ad- 
ministrator duly qualified and acting within 
the United States, then any person in actual 
or constructive possession of the property of 
the decedent. If there more than 
executor or administrator, the return for 
tax is required to be made jointly by all. 
Where the duly appointed executor is un- 
able to make a return as to any property, the 
value of which is required to be included in 
the value of decedent’s gross estate, the stat- 
ute requires that the executor include in his 
return a description of such property and the 
name of any person holding a legal or bene- 
ficial interest therein. Upon notice from the 
collector any person holding such an inter- 
est is required to make a return of such part 
of the gross estate. Thus, if the decedent in 
his lifetime has created a trust, as the result 
of which a bank or trust company becomes 
the holder of the legal title of property which 
the decedent transferred in such a manner 
as to require the value of the property trans- 
ferred to be included in the decedent’s gross 
estate, and the duly qualified and acting ex- 
ecutor of the estate unable to make the 
required return as to such property for the 
purposes of the tax, the bank or trust com- 
pany may become liable to make the return 
and to pay the tax to the extent of the value 
of such property and all penalties imposed 
for failure to file a return and pay tax. 
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The proper interpretation to be put upon 
the specific provisions of the law requiring 
inclusion in the decedent's gross estate of the 
value of property transferred by the dece- 
dent in his lifetime, the application of such 
provision to specific facts, and the sometimes 
resulting constitutional questions that are 
raised, have been the subject of litigation. 
The complexities of the provisions presented 
cannot be here discussed. But, having as- 
certained the property of the decedent, of 
which he died seized and possessed or in 
which he was in any manner beneficially 
interested, and the other property required 
by the clear provisions of the law to be in- 
cluded in the decedent's gross estate, there 
is presented the problem of determining the 
value of such property at the date of death. 
The value which measures the tax is the 
fair market value, or the amount which a 
willing buyer would pay therefore to a willing 
seller, neither being under any compulsion 
to buy or sell and both being cognizant of 
all the attributes of the property which affect 
its value. In the past the personnel of the 
Internal Revenue Bureau administering the 
Estate Tax Law has been keen to ascertain 
and duly weigh all the unusual attributes of 
property which affect its value. Executors 
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should also be diligent in presenting all the 
facts and circumstances relating to the value 
of property, their duties as fiduciaries being 
unfulfilled if the tax is determined in an 
amount other than the correct one. 


Further Problems in Valuation of Estate 

Stock in a corporation which is held by a 
small group and is never or very rarely 
traded in, cannot be valued on the basis of 
its book value alone, as the market value of 
stock in its final analysis is not governed 
or controlled by bookkeeping entries, or even 
by the value of corporate assets and earn- 
ings. Many factors must be considered. The 
actual net worth of the corporation and its 
earning and dividend paying capacity are, 
of course, very important in arriving at the 
value of its stock. Earning power is prob- 
ably the greatest single factor. But often 
particular conditions of a corporation’s oper- 
ations, or ownership of the stock therein, 
have a bearing upon the value of stock. 
This should not be overlooked. 

Often the value of corporations, partner- 
ships and proprietary businesses are violent- 
ly affected by the decease of the principal 
stockholder, the partner or the proprietor. 
Where the enterprise successfully earned 
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profits as the result of the skill of the man- 
agement by the decedent and this skillful 
management was temporarily or permanent- 
ly lost by the decedent’s death, it can be 
readily seen that such factor has an im- 
portant bearing upon the value of the cor- 
porate stock, the partnership interest, or the 
business at the date of the decedent’s death. 
On the other hand, cases have often arisen 
in which the decedent’s death removed from 
control a non-progressive or reactionary man 
agement, increasing the potential earning ca- 
pacity of the corporation or partnership and 
enhancing the value of the business. 

Originally, the Estate Tax Division of the 
Internal Revenue Bureau resisted attempts 
to have listed stocks valued at less than 
stock exchange quotations. In fact, many 
executors are undoubtedly convinced that 
at the present time the Pureau is disinclined 
to make any reduction from quoted exchange 
values. This conclusion is not always cor- 
rect. The Bureau does, in appropriate 
cases, recognize that the stock exchange 
price does not necessarily determine the 
market value for the decedent’s securities. 
The Bureau, as indicated in its regulations, 
simply assumes, in the absence of convincing 
proof to the contrary, that the price per unit 
at which stock is traded in upon an exchange 
is the fair market value of such stock. Ex- 
ecutors should, therefore, be zealous to as- 
certain whether the stock exchange quota- 
tions fairly measure the market value of the 
decedent’s holdings. 


Attitude of Internal Revenue Bureau 

Some commentators, who have published 
their observations upon the determination by 
the Internal Revenue Bureau of the value of 
stock of closely held corporations, conclude 
that an estate which owns stock in such a 
corporation is ordinarily taxed on a much 
higher basis of value than an estate owning 
listed securities. This conclusion is on the 
assumption that experience has shown that 
sales of listed stocks are usually made at a 
lower price than the theoretical market value 
as determined in the case of closely held 
stock by an examination of financial data 
and the application of the usual methods of 
valuation. This allegation of hardship upon 
estates owning stocks of a close corporation 
is based on misapprehension. In adminis- 
tering the Federal estate tax, the Bureau of 
Internal Revenue has never adopted any 
definite and inviolable formule for deter- 
mining the value of securities of closely held 
corporations, as has been done by many of 
the states for inheritance tax purposes. AS 
a result of the wide experience of the Bureau 


in respect to the problems of valuation, it 
has been found advisable to depart from 
such theoretical standards. The methods em- 
ployed are those which will work out an 
equitable result in each instance. 

To summarize, nothing is of more impor- 
tance to an estate than for the executor who 
is charged with filing the Federal estate tax 
return to insure that correct values are as- 
certained. Executors should not attempt 
valuation of property which is not regularly 
traded in upon a recognized exchange with- 
out adequate information and advice as to 
the real value of such property. The measure 
of the tax is the value of the property in- 
cluded in the gross estate. Any error in 
value, therefore, results either in underpay- 
ment or overpayment of the tax. It should 
be remembered that the Bureau has avail- 
able a staff of field and office experts and 
any undervaluation will develop in the ex- 
amination of the return. An executor is con- 
fronted with the danger that he may unwit- 
tingly use an excessive value without being 
aware of the fact. As the whole subject of 
valuation is more or less uncertain, it is 
unfair to expect that the Bureau will volun- 
tarily reduce valuations set up by the ex- 
ecutor, since it may fairly assume that the 
executor, in making his valuation, had in- 
formation available which the Bureau does 
not possess. 

In conelusion it might be stated that in 
valuing property no particular formule 
should be relied upon exclusively. Expert 
opinions, appraisals, and analytical caleula- 
tions can often be employed to advantage, 
subject to use of proper factors and sound- 
ness of method. All methods and opinions 
should be checked by reason and common 
sense, and in any event results must appeal 
to sound discretion. The valuation which has 
the best chance of acceptance with the Bu- 
reau is the one which presents all material 
facts with the greatest thoroughness, and 
with the clearest deduction from such facts 
of a conclusion which impresses one with its 
fairness. 

2°00 

Pennsylvania banks must hereafter pay to 
the state the four mills corporate loans tax 
upon money deposited at interest with banks 
according to a ruling of Deputy Attorney 
General Moyer of Harrisburg. This elimi- 
nates the four mill personal property tax 
heretofore levied on the bank depositors who 
had money at interest. This personal prop- 
erty tax was not collected in all the counties 
of the state but such counties as previously 
collected the tax lose a source of revenue to 
the state. 
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(Epiror’s Note: The case upon which the following article is based is of unusual 
significance lo trustees not only because of the facts, but also because of the importance 


of the issues involved and the prominence of counsel who participated therein. 


The opinion 


of the New York Court of Appeals is a contribution and precedent, in many respects, to a 
branch of the law, which is fraught with many complications and has led to many a serious 
controversy. Mr. Russell, in his review of the decision, has carefully considered its effects 
and has treated the subject in such a manner that his suggestions will be helpful to trustees 
in determining the legal jurisdiction governing certain trusts.) 


HE New York Court of Appeais has re- 

cently handed down a decision of great 

importance to trust companies and law- 
yers interested in trust estates on the highly- 
disputed question as to what law governs the 
essential validity of an inter vivos trust of 
intangible personal property, such as stocks. 
Strangely, the case seems to be one of first 
impression, for an examination of the opin- 
ion and of the two able briefs reveals that 
the question never to have been 
squarely presented previously in any com- 
mon law jurisdiction. While of course the 
case will not be a binding precedent outside 
of New York, nevertheless the prestige of the 
New York Court of Appeals and the logic of 
the elaborate and carefully considered opin- 
ion will probably cause the case to be fol- 
lowed in other jurisdictions. 

The facts were comparatively simple. The 
grantor was a resident of Quebec, Canada, 
Which is a civil law jurisdiction in which 
common law and statutory trusts are un- 
known. In 1916, when he was a very wealthy 
man, he created a trust of the value of a mil- 
lion dollars with the Equitable Trust Com- 
pany of New York City. The securities con- 
sisted of stocks in American and Canadian 
corporations. The terms of the trust were 
that the grantor’s wife should receive the in- 
come for her life and upon her death the 
trust was to go to their two children, The 
grantor executed the trust agreement in Mon- 
treal and forwarded it to his agent in New 
York City with instructions to deliver it, to- 
gether with the securities (which had been 
in the custody of an agent of the grantor in 
New York City for several years) to the 
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trustee in New York. 
the trust company executed the deed and 
accepted the trust. Several years later the 
grantor became involved in financial difficul- 
ties and brought suit in New York to cancel 
the trust. A few months later he went into 
bankruptey and his assignee-trustee in bank- 
ruptcy was substituted as plaintiff. The the- 
ory of the action, for the purposes of this 
article, was that the trust was governed by 
the law of Quebec, the settlor’s domicile, and 
that under Quebec law it was invalid ab 
initio. The trust was concededly valid under 
New York law. 

Much of the briefs and part of the opinion 
were devoted to the question as to what law 
the parties intended to govern. Rather 
strangely, the instrument itself did not con- 
tain the familiar clause, “This trust shall be 
governed and construed in accordance with 
the laws of the State of New York” (or 
words to that effect). However, the court 
found that the parties intended the trust to 
be governed by New York law. 

The court held that New York law applied, 
and hence that the trust was valid. In the 
opinion emphasis was placed upon the grow- 
ing importance in modern times of the law 
of the situs of personal property, and the 
lessening importance of the law of the domi- 
cile. It is difficult to learn just what im- 
portance the court placed upon the intention 
cf the parties, because the court found that 
the parties intended New York law to gov- 
ern, and all the other elements present in 
the ordinary trust were New York elements, 
with the single exception of the domicile of 
the grantor, The court said, “It follows that 
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the validity of a trust of personal property 
must be determined by the law of this state, 
when the property is situated here and the 
parties intended that it should be admin‘s- 
tered here in accordance with the laws of 
this state. 


Some Practical Results of the Ross Case 

As a result of the Ross case, the attorneys 
of New York, and probably of other states, 
have a valuable weapon in defending the va- 
lidity of inter vivos trusts which may involve 
conflict of laws. 

1. New York, and probably other Ameri- 
can, trustees may accept a trust established 
by a Frenchman (or a man domiciled in a 
civil law country) at least if there are no 
problems under civil law such as community 
property or forced heirship, e.g., if the settlor 
is a bachelor. The residence of the benefi- 
ciaries seems immaterial. Had the court de- 
cided the other way, in favor of the settlor’s 
domicile, one result would have been that an 
unmarried Frenchman could not have estab- 
lished a trust with a New York fiduciary in 
favor of, say, a sister or a niece domiciled 
in New York, even if the trust were executed 
in New York, the instrument stated that New 
York law was to apply, the corpus of the 
trust consisted of stocks of New York cor- 
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porations which were transferred in New 
York, and the trust was to be administered 
in New York. 

2. A New York resident desires to create 
a trust inter vivos but does not desire New 
York law to apply for some reason, e.g., tax- 
ation or the New York rule against perpetu- 
ities. He can go to Connecticut, for exam- 
ple, and execute a trust agreement with a 
Connecticut trust company, delivering the 
securities in that state and providing in the 
agreement that Connecticut law will govern. 

3. The same thing is undoubtedly true if 
the trust is a life insurance trust, instead of 
a trust of securities or property other than 
real property, which is governed by the law 
of the place where the realty is located. (Of 
course the stock of a real estate holding com- 
pany is personal property.) It is true that 
the validity of a life insurance policy, like 
other contracts, is generally if not always 
governed by the law of the place where the 
last act necessary for the completion of the 
contract takes place. This is where the pol- 
icy is delivered to the insured, generally at 
his office or his residence, concurrently with 
the receipt of the first premium. If our hy- 
pothetical New Yorker had taken out life 
insurance previously, payable to a named 
beneficiary, and desired to change the benefi- 
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ciary to the trustees of his life insurance 
trust, there seems to be no reason why he 
could not do so. The validity of the insur- 
ance policy as between the insured and the 
company is a different matter from the ques- 
tion of the disposition of the proceeds, as to 
which the insurer would have no interest 
once it had made payment pursuant to the 
contract. In the case of new life insurance, 
there seems to be no reason why the policy 
when first taken out could not be made pay- 
able to the trustee of the life insurance trust, 
and the agent of the insurance company 
would deliver the policy, the first premium 
would be paid, and the trust agreement ex- 
ecuted and delivered simultaneously. 

4. It is not necessary for the intending 
settlor to go personally to the state where 
it is intended to set up the trust. For ex- 
ample, an Englishman desiring to create a 
trust in Connecticut under Connecticut law 
could give a power of attorney to a lawyer, 
or someone else, who would execute the in- 
denture on behalf of the settlor, The legal 
effect would be the same as though the set- 
tlor had personally executed the trust deed 
in Connecticut. Of course, the securities 
should be transferred in, there should be a 
clause in the deed that the trust is to be gov- 
erned by, and the trustee or trustees should 
be residents of, Connecticut. Pending au- 
thoritative decisions, it might be better out 
of abundant precaution to have the attorney- 
in-fact a Connecticut resident as well, al- 
though logically this seems unnecessary. 


Some Doubtful Questions 

Some New York City trust companies— 
and doubtless those located elsewhere as well 
—in their desire not to lose profitable intcr 
vivos trusts, have accepted trusts based upon 
the following plans. In the absence of sup- 
porting adjudications, these devices neces- 
sarily involve some risk. The basic objection 
to them is that although New York and other 
states have reciprocity statutes, in many cases 
such reciprocal permission is confined to for- 
eign trust companies acting as executor or 
trustee of a testamentary, and not an inter 
vivos, trust. The prospects of New York cor- 
porate fiduciaries acquiring permission in the 
near future to act under inter vivos trusts 
in all neighboring and other states are vague, 
to say the least. If a foreign corporate fidu- 
ciary, Without lawful authority, acts as trus- 
tee of an inter vivos trust, it may be held 
to be in the unenviable position of a volun- 
teer, and liable for any loss or shrinkage in 
the value of the securities, irrespective of 
negligence. 

On the other hand, it may be argued that 
isolated transactions do not constitute “do- 
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ing business” in a foreign state for such 
purposes, any more than they would for pur- 
poses of taxation or amenability to process. 
The grantor would probably be estopped to 
make any such claim, but of course the estop- 
pel might not operate against an infant bene- 
ficiary of the trust. And it is not certain 
that a foreign trust company would be held 
to be a volunteer, even if in the cases about 
to be mentioned it acted as an original trus- 
tee under a trust created in another state; 
and it is probably still more doubtful wheth- 
er it would be considered a volunteer when 
it is not an original trustee and enters the 
picture only as a substituted trustee after 
the trust has been validly created some time 
previously. And it can be argued that ad- 
ministering a trust in New York is not “do- 
ing business” in New Jersey, even if the 
indenture provides that New Jersey law shall 
govern. 

Some plans which have been used are: 

1. An alien, domiciled in a foreign coun- 
try, desires to set up an American trust with 
an American trust company in order to avoid 
heavy taxation in his own country—a very 
common reason. He wants a New York City 
trust company to act as trustee, but because 
he has three or more beneficiaries he does 
not desire the trust to be governed by the 


two-lives rule against perpetuities of New 
York. He or his attorney accordingly se- 
lects Connecticut or some other state having 
the common law rule against perpetuities. 
The trustees are two individuals residing in 
Connecticut and the New York trust com- 
pany, a majority therefore being Connecti- 
cut residents. The trust deed, containing a 
provision that Connecticut law shall govern, 
is executed in Connecticut, and the securities 
are transferred at the same time. To avoid 
the expense of a trip to America, the settlor 
may give a power of attorney to execute the 
deed to an American, preferably a_ resident 
of Connecticut. Immediately after the con- 
clusion of the transaction, the securities are 
taken from Connecticut to the trust company 
in New York, though this is not essential. 

2. A New York resident, desiring to avoid 
the New York rule against perpetuities, will 
adopt the same procedure, but will probably 
go personally to Connecticut (or the state in 
question) to execute the deed, 

3. Another method, frequently used, is 
much more doubtful. The indenture will pro- 
vide that the trustees shall be one or two 
individuals, who should be residents of Con- 
necticut (in our hypothetical case) but there 
will be a provision permitting the substitu- 
tion of the New York trust company upon 
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the resignation of one or both of the original 
individual trustees. After the trust has been 
created by the above-mentioned procedure, 
one or both of the individual trustees resign, 
the New York City trust company is appoint- 
ed substitute-trustee under the terms of the 
indenture, and the securities are taken back 
to New York to be administered there. 


Some Problems Arising Out of the 
Above Plans 

It is the duty of the courts of New York, 
for example, to support and apply the settled 
public policy of New York, as set forth in 
such statutes as its tax statutes and its rule 
against perpetuities. It requires no stretch 
of the imagination to conceive of a New York 
tribunal holding that some of the schemes 
set forth above are mere subterfuges to 
evade New York law. Of course New York 
trust companies can always be served in New 
York actions. The court might very well 
upset the entire plan and hold the trust 
company to be a volunteer, and subject to 
the liabilities of a volunteer. Several 
thoughts accordingly suggest themselves. 

The two individuals selected to act as trus- 
tees in the foreign state should not be con- 
nected with the trust company in any ¢a- 
pacity, such as officers or members of the law 
firm regularly representing it. Many trusts 
established along the lines mentioned have 
had only one individual trustee, provision 
having been made for the appointment of a 
trustee by the grantor. In some 
cases the original individual trustee resigns 
immediately and his corporate successor is 
immediately appointed, and the whole trans- 
action is completed within a couple of hours 
from the time the parties assembled in New 
York, took the tube to New Jersey, executed 
the deed, transferred the securities, the orig- 
inal trustee resigned and the corporate trus- 
tee Was appointed as successor, and then re- 
turned to New York, Certainly if the settlor 
Was a New Yorker desiring to evade some 
New York rule, such a practice is hardly 
to be commended; he is trying to do indi- 
rectly what the law will not permit to be 
done directly. There seem to be no decisions 
on the subject, but it would certainly be pru- 
dent to advise some additional safeguards. 
In such a case there should be a reasonable 
interval between the appointment and the 
resignation of the original individual trus- 
tees. Unfortunately, in the absence of adju- 
dications there is no way of determining 
what is a “reasonable” time. Certainly a 
trustee may resign in good faith for some 
adequate reason, such as poor health, change 
of residence to a distant point, etc., and cer- 
tainly every trust deed sheuld have some pro- 
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vision for the resignation, death, ineapacity, 
ete., of trustee. If the settlor is a European, 
rather than a New Yorker, and the intended 
trustee is a New York trust company, it is 
probable different considerations would apply. 

It seems preferable not to mention the 
name of the specific trust company in the 
indenture in the provisions for the substi- 
tuted trustee. Instead of saying that the 
substitute shall be “The X Trust Company 
of the City of New York” one might say 
that the substituted trustee “May be a trust 
company which need not be incorporated un- 
der the law of the State of Connecticut,” or 
possibly merely “a trust company.” 

Some indentures contain the clause, “The 
validity and construction of this trust shall 
be governed by the law of the State of Con- 
necticut, but the administration of the trust 
shall be governed by the law of the State 
of New York.” The words as to the law 
governing the administration of the trust 
seem both unnecessary and in some cases 
harmful, as ealling attention to the fact that 
the picture of a Connecticut transaction is a 
distorted and artificial one. It seems better 
to have one if not two Connecticut individ- 
uals as original trustees, together with the 
New York trust company. It is a common 
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thing in all kinds of trusts to have one or 
more individuals as co-trustees with a trust 
company with the expectation of the corpo- 
rate fiduciary acting alone upon the death 
or resignation of the individuals. 

Many indentures have provided that in 
case of the death or resignation of the in- 
dividual trustees, the “X Trust Company of 
the City of New York” shall appoint the suc- 
cessor-trustees, the idea being of course that 
it will designate itself. Certainly in the case 
of a New York settlor attempting to avoid 
or evade some New York statute this clause 
might be seized upon by a New York court 
as being additional evidence of an intention 
to evade New York law. In the case of a 
trust created by a Eurcpean settlor, this ob- 
jection does not seem so serious. 

Certain complications may arise where the 
settlor is domiciled in a civil law country 
which has the institutions of community 
property or the legitim or forced heirship. 
namely, a rule requiring a man with certain 
beneficiaries such as a wife and children to 
leave them in his will a certain proportion 
of his property, which he cannot dispose of 
in his lifetime. In such cases the intended 
trustee is probably put upon notice and re- 
quired to make some inquiry. In such eases 
the other spouse could execute a consent at 


the time the trust is set up which might op- 
erate at least as an estoppel as to her. 

It is desirable to have a clause providing 
that any judgment of any court of competent 
jurisdiction shall be binding upon all parties, 
in order to prevent the recovery of a judg- 
ment in more than one jurisdiction. 

In case one or two individuals are to act 
as trustees, at least for a certain period of 
time before the appointment of the corporate 
fiduciary as substituted trustee, the rate of 
compensation should be carefully fixed. Pend- 
ing the appointment of the trust company, 
there seems to be no objection to the provi- 
sion that the individual trustees shall open 
a custodian account with some trust com- 
pany, though, for reasons already given, it 
may be advisable not to mention the specific 
trust company by name, 

In certain cases the grantor perhaps 
should reserve the right to revoke or amend 
the trust; but, under present tax statutes at 
least, there would be no saving in income 
taxes or death duties. But there are fre- 
quently other good reasons for setting up 
trusts. 

Conclusicn 

The Ross case has by no means solved all 
problems of conflict of laws as to inter vivos 
trusts, even in New York; but it has pointed 
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the way to a solution of a great many. For 
example, it did not decide just what weight 
is given to the intention of the parties, nor 
did it decide what might happen in the un- 
likely case of the parties intending the valid- 
ity of the trust to be governed by the law of 
a jurisdiction other than the place where the 
deed is executed and delivered and where the 
securities are transferred. But in most if 
not all cases a corporate fiduciary is incor- 
porated under, the deed is executed and de- 
livered in, the securities are transferred in, 
the trust is to be administered in, and the 
instrument contains a clause to the effect 
that the trust is to be governed by, the law 
of the same state. If such is so, the domicile 
of the settlor is immaterial, even if he is a 
resident of a civil law jurisdiction which 
does not recognize common law trusts. 

Certainly the indenture should contain a 
clause expressing the intention of the parties 
as to what law shall govern. If a New York 
trust company intends to act as trustee un- 
der a New Jersey trust, ic would be better to 
have one or two individual residents of New 
Jersey, not connected with the trust com- 
pany, as co-trustee or co-trustees. If they 
are to resign ultimately, they should act as 
trustees a reasonable time before doing so, 
at least if the settlor is a New Yorker. The 
New York trust company should make every 
effort to have the largest possible New Jer- 
sey element in the trust when originally cre- 
ated, such as having two rather than one in- 
dividual trustees. If the settlor cannot go 
to New Jersey personally, he should appoint 
a resident of that state as his attorney-in- 
fact. If there are two individual trustees, 
both should not resign at once. The inden- 
ture should be as free as possible of specific 
references to the New York trust company. 
However, until there is some adjudication on 
the subject, or until the New York legisla- 
ture permits a New York fiduciary to ad- 
minister a trust which shall be governed by 
the law of another jurisdiction if the inden- 
ture so provides, the plans outlined in this 
article cannot be used with confidence, cer- 
tainty or satisfaction, and in the meantime 
the safeguards mentioned should be em- 
ployed. 

(NoTE: The Ross case is entitled Hutchinson 
as Receiver of Ross vs. Ross and Equitable 
Trust Company in New York. . The Court of 
Appeals decision was reported in the New York 
Law Journal of August 22nd, 1933, and reported 
in the Appellate Division at 233 App. Div. 626 
(1932). At the time this article is going to 
press, it has not been reported in the advance 
sheets of the New York Court of Appeals re- 
ports. See Cavers, “Trusts Inter Vivos and 
the Conflict of Laws,” 44 Harvard Law Review 
161, and Creighton, “Interstate and Interna- 


tional Living Trusts” 50 Trust CoMFANIES 741 
(May, 1930). 
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EFFECT OF THE SECURITIES ACT ON INDUSTRIAL 
FINANCING 


REALIGNMENTS IN THE METHODS OF SECURING CAPITAL FUNDS 


W. F. GEPHART 
Vice-President, First National Bank in St. Louis 


(Epiror’s Note: The full effects of the Securities Act of 1933, both upon the long-term 
capital market and upon bank credit policy are discussed by Mr. Gephart in his address 
before the Intermountain Industrial Conference. The factors of public sentiment that have 
led to adoption of the restrictions herein analyzed have resulted in a significant extention of 
federal jurisdiction over the field of private capital. In relating the probable effects of the 
Act on the industrial company seeking financing, he notes that while the details are subject 
to considerable and probable modification, the principle of imposing the standards of a fidu- 
ciary on the originators and distributors of securities has definitely been initiated as a 


governmental policy.) 


ISTORICALLY it is only compara- 
tively recently that the people of the 
United States have become invest- 
ment minded as regards stocks and bonds. 
They had their first great lesson on invest- 
ments in the Liberty Loan campaigns. A sec- 
ond was taught by the activity of industrial 
corporations, especially public utilities and 
banks, in encouraging customers and em- 
ployees to purchase the company’s stock. 
Almost everyone after the World War came 
to believe in the new era, in which it was 
promised that the wealth of the United 
States would expand continuously to a de- 
gree undreamed of and therefore, the pri- 
mary means of obtaining the benefits of this 
promised wealth was to become holders of 
equities. Indeed, it was not the yield of a 
security which was considered important, but 
rather the opportunity of reselling the secur- 
ity at many times its original cost which de- 
termined the investments of many people. 
Industrial corporations expanded and con- 
solidated with competitors, in the belief that 
there was an unlimited demand for their 
product. We became a nation of buyers and 
sellers and not primarily producers and say- 
ers. When the awakening came, market quo- 
tations and bookkeeping entries were found 
false measures of the wealth of an individ- 
ual, when it came to paying debts contracted 
for the purpose of ‘buying these securities. It 
could not be expected that, after such an orgy 
of speculation, the debacle following and the 
resentment thereby engendered, that a law 


for controlling the marketing of securities 
would meet the full approval of investment 
distributors. Perhaps some of the features 
of the new law are too drastic and may be 
modified. There is large power given to the 
administrators of the law in prescribing rules 
and regulations for its operation, which may 
not make the application of the law as bur- 
densome as some investing bankers fear. But 
it is well to understand clearly the cause 
which led to the demand for the enactment 
of such a law if those interested in distribut- 
ing securities hope to obtain any relief from 
its more severe provisions. It is now perti- 
nent to inquire what are the provisions of 
this security law and what may be some of 
its effects upon the future of industrial fi- 
nancing. 
Effect of Bank Credit Policy 

One of the prime purposes of the Banking 
Act of 1933 is to confine commercial banks 
to the business of commercial banking. In 
this country, our financial institutions, owing 
partly to the dual control of the Federal and 
State Governments, and partly to the new- 
ness of the country, have developed without 
much rhyme or reason. There is in the ac- 
tual operation of many of our financial insti- 
tutions no demarcation or separation be- 
tween the primary ‘business of the institu- 
tion and other related ones, and this is no- 
where better illustrated than in the case of 
commercial banks. The primary function of 
a commercial bank is to supply short-term 
working capital and not to make capital 
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loans, the test of every good commercial bank 
being the liquidity of its loans. However, in 
many cases, we find commercial banks per- 
forming some of the functions of savings 
banks, investment banks, mortgage banks, 
trust companies, and investment trusts and 
making loans to industrial corporations for 
capital purposes. 

The part played by bank credit policy in 
stimulating the easy sale of investment secu- 
rities of all types has undoubtedly been one 
of the factors that led to the over-issuance 
of such securities. The establishment of the 
Federal Reserve System made it possible to 
utilize our reserve gold more extensively and 
thus reduce the reserve requirements of 
banks. This permitted a larger expansion of 
bank credit on a given base. Following the 
war our gold supply increased out of pro- 
portion to our basic commercial credit re- 
quirements. Between 1922 and 1927 our 
banking system almost continuously had ex- 
cess reserves and the problem of each indi- 
vidual banker was to find some place to use 
profitably such excess funds. On ‘tthe basis 
of classical banking theory the bulk of bank 
credit should come into existence as the re- 
sult of a normal demand for business credit ; 
that is, for a type of relatively short-term, 


self-liquidating credit to be used for the pur- 
pose of financing the current needs of busi- 
ness. That bank credit expansion has been 
in excess of the needs of trade, since 1919, 
is clearly evident. 

It was estimated as far back as 1927 that 
a very large amount of bank credit was used 
for strictly non-commercial banking purposes. 
This can be illustrated by comparing the in- 
crease in loans on securities and investments 
of our banks with the increase in ordinary 
commercial loans. Prior to 1921, commercial 
loans were usually about 30 per cent larger 
than the total of loans on securities and in- 
vestments. In recent years security loans, 
plus investments, have averaged over 50 per 
cent larger than commercial loans. The util- 
ization of ‘bank credit as a source of capital 
has time and again been proven unsound and 
it is high time that we definitely recognize 
this in the future and avoid making the same 
mistake again. 

The present policy of the Federal Reserve 
in connection with its open market opera- 
tions is one that might lead to another mis- 
use of bank credit by continually forcing 
upon the banks excess reserves which it is 
necessary for them to endeavor to use profit- 
ably. If these funds cannot be utilized in 
sound commercial loans they tend to find 
placement in some other type of investment 
which may or may not be sound. If it is not 
a sound commercial loan it is likely to be 
some kind of a capital loan which is not a 
satisfactory base for bank credit. Commer- 
cial banks must, therefore, bear a part of 
the responsibility for the issuance of unsound 
investment securities. It is safe to say that 
this shortcoming of commercial banking in 
the United States is being increasingly recog- 
nized and it is almost certain that commer- 
cial banks will increasingly be confined to 
the making of short-term = self-liquidating 
loans for the operation of American business. 


Long-term Capital and Surpluses 

It is quite possible that one of the results 
of the enactment of the new securities law 
will ‘be to bring greater pressure to bear on 
commercial banks to supply capital, not for 
short-term operations but for the ¢capital 
which the investment banker or others should 
supply and which industrial corporations may 
find more difficult to obtain under the new 
law. This influence should be firmly resisted 
by all commercial bankers. The unfortunate 
experience that they have had during the 
past several years should have taught them 
a lesson which should be remembered. The 
sooner we develop a system of mortgage 
banking to take care of real estate needs, 
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and the sooner we have investment banking, 
trust companies, and other financial institu- 
tions performing their functions by supplying 
long term capital and acting as fiduciary 
agents, the better it will be for commerciai 
banking in America. 

Another effect which may result from the 
new securities law, but which does not par- 
ticularly concern the Glass-Steagall Act is 
that it may be more difficult for industrial 
corporations to float securities and if the 
commercial banker does not supply the eapi- 
tal, the industrial corporation may be forced 
to ‘build up larger surpluses. However, if 
this is done it will immediately create in- 
creasing problems. If a corporation does 
build up large surpluses, it is in danger of 
encountering two difficulties. First, the leg- 
islators, increasingly pressed for sources of 
new revenue may decide that a corporation 
having a large surplus ought to pay taxes on 
it. In the second place, the average stock- 
holder may not be agreeably disposed to 
forego his dividends or lower them, nor the 
Wage earner look with complacence upon 
large surpluses which might be used in part 
to pay him better wages. 

Another possible effect of the new security 
act is its relationship to the subject of di- 
rectors. Under the Glass-Steagall bill the 
number of directors is materially reduced 
and to this provision there cannot be serious 
objection. On the other hand, directors in 
commercial banks will be more limited with 
respect to their holding of directorships in 
allied corporations, especially those of invest- 
ment banking. The liability placed upon di- 
rectors of companies dealing in securities is 
very direct and the general tendency may 
be as perhaps it was desired, to separate 
even more clearly commercial from invest- 
ment banking, as well as commercial bank- 
ing from industrial corporations. 


Provisions of the Securities Act 

It is the Securities Act and not the Glass- 
Steagall Act which will more seriously affect 
industrial financing. The prime purpose of 
the securities law is to protect the pur- 
chaser of securities. The old maxim “Caveat 
Emptor” is said to ‘be changed by this law 
into “Caveat Vendor.” Viewing the law in 
its larger aspects, those who will be most 
affected are after all not the investors of the 
nation nor even the investment bankers, but 
industrial corporations, manufacturers, mer- 
chants, and others who from time to time 
need to seek new capital for expansion of 
their enterprises, or for refinancing. The chief 
provisions of the new securities law may be 
briefly summarized: 
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1. Every security issue, before offer to the 
public, must be registered with the Federal 
Trade Commission and receive from it a 
certificate. The law prohibits the use of any 
means or instrument of transportation or 
ecmmunication in interstate commerce or the 
use of the mail to sell or offer such security 
unless it has ‘been so approved. The regis- 
tration statement must be signed by the is- 
suer, its principal executive officers and a 
majority of the board of directors and in 
case the issuer is a foreign person the regis- 
tration statement must be signed by its duly 
authorized representative in the United 
States. 

2. After filing, the registration statement 
does not become effective until twenty days. 
and this time may be extended under cer- 
tain conditions. Further, the Federal Trade 
Commission is given power to issue stop or- 
ders to suspend the effectiveness of the reg- 
istration statement which may be issued 
either before or after the twenty day wait- 
ing period, upon a finding that the registra- 
tion is inaccurate in any material respect, or 
incomplete, or contains any untrue statement 
of material fact, or omits to state any im- 
portant and material fact. 

3. For failure to comply with these and 
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other provisions, there are provided civil and 
criminal liabilities. After a registration state- 
ment regarding securities is made, if it con- 
tains any untrue statement or omits any 
material fact about the issue, every pur- 
chaser of the security is given the right to 
bring action not only against the issuer but 
all directors of the corporation issuing the 
securities, all its officers who have signed the 
registration statement, as well as the experts, 
such as accountants, and particularly those 
who have underwritten the issue. Such a 
suit on the part of the purchaser of a secu- 
rity may be brought any time within ten 
years, subject to certain minor limitations. 
This right of suing extends to every pur- 
chaser whether he made his purchase on the 
basis of the registration statement or not, or 
whether it was made in connection with an 
interstate or intrastate transaction. The 
amount to be recovered is limited to the price 
of the security with interest minus any in- 
come which has been received on the security 
during the interval. Further, the damages 
to 'be collected arising from an error or omis- 
sion in the registration statement may in- 
clude damages for depreciation in the value 
although this depreciation may be due to 
changes in industrial and general market 
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conditions over which neither buyer or seller 
have any control. However, this, as well as 
many other points of the law will depend 
upon administration rules and regulations to 
be later prescribed, as well as judicial inter- 
pretations of the meaning and intent of the 
act. It is pointed out that the purchaser of 
the security is protected not only against 
misstatement or omission in the prospectus, 
but he is equally protected against any oral 
statement made by the individual from whom 
he purchased the security. There is some 
doubt as regards the extent of liability of 
the dealer as contrasted with the under- 
writer; that is, whether the dealer is relieved 
from the liability by relying upon the regis- 
tration statement which supports the pros- 
pectus, or whether liable unless he makes 
an independent investigation. It is impor- 
tant to understand that the law specifically 
provides that whatever liabilities are fixed, 
extend to a period of ten years after the 
date that the security was sold to the public. 

4. Another provision in the act makes it 

unlawful for any person to use an instru- 
ment of transportation or communication in 
interstate commerce or use of the mails to 
give publicity to any circular advertising by 
newspaper articles or other investment serv- 
ice which although it does not offer security 
for sale, describes such security for a con- 
sideration or a fee. This provision of the 
law is intended to apply to the so-called “tip- 
ster sheets” as well as similar services and 
publications. Just what the exact applica- 
tion of this provision will be, cannot yet be 
stated. 
5. The Federal Trade Commission is given 
wide authority from time to time to make, 
amend, and rescind such rules and regula- 
tions governing registration statements and 
prospectuses, as well as defining accounting 
and trade terms used in the law. It will 
thus be seen that through administrative 
regulations the actual application of the 
act may be greatly modified or extended. 

6. A further section provides that any act 
of the Federal Trade Commission with re- 
spect to registration statements is not to be 
taken as an approval of the security by the 
Commission. This raises the very important 
question as to what extent a permit from 
the Federal Trade Commission will be ac- 
cepted by the public as evidence of the 
goodness of the security. 

7. The penalties under the law for any 
violation of its provisions, or even the rules 
and regulations by the Commission, are 2 
fine of not more than $5,000, or imprison- 
ment of not more than five years; this, in 
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addition to the civil liabilities already de- 
scribed in regard to suits for recovery for 
damages or losses from investing in the se- 
eurity. 

8. The act sets out the specific 
ments to be observed in the 
statement. 


require- 
registration 


Probable Accomplishments of the Act 

It may be pertinent to inquire, in a purely 
speculative way, what will be the effect of 
its provisions. The detailed rules and regu- 
lations by the Federal Trade Commissions 
have not been issued and it is quite possible 
under the law, through the administrative 
powers granted to the Commission, to modify 
what would seem to be, at first reading, some 
of the stricter provisions of the letter of the 
law. 

The industrial 
investment 


corporations and not the 
bankers, or perhaps even the 
public, will be most affected by this law. 
Even under the most liberal interpretations 
of the law, the methods and agencies and 
distributing investment securities will be 
greatly modified. Even though at later ses- 
sions of Congress the law may be amended 
and the Commission may, through its rules 
and regulations, alter, in some respects, the 
application of the law, it is probably safe 
to say that Federal supervision with respect 
to sale of industrial securities has become a 
permanent part of our national policy. 

There is doubtless no intent on the part 
of the national legislature to restrict the 
free flow of capital from investors to indus- 
trial corporations which seek refinancing or 
additional capital for expansion. The pur- 
pose of the law is to protect the purchaser 
of investment securities through the means 
of making available to him all the pertinent 
facts regarding the security which is to be 
issued. Whether the buyer will or can use 
intelligently this information is another ques- 
tion. 

There have been on the statute books of a 
number of states, for several years, the so- 
called Blue Sky laws, which doubtless have 
in some cases accomplished good results. The 
question arises, however, of the extent to 
which it is possible to protect the ‘buyer of 
investment securities. Certainly no law can 
take out of industry and business the risk 
inherent in it. No amount of legislation can 
prevent those long-term economic and indus- 
trial changes which are responsible for the 
rise and fall of various industries. A decade 
or more ago interurbans, for example, were 
constructed on a wide scale in the United 
States, the public supplied the capital to 
build them, but at the present time inter- 
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urban railways are of little importance. Sim- 
ilarly the manufacture of buggies and wag- 
ons was once an important industry. In ad- 
dition to these long-term changes in indus- 
try, there are the fluctuating changes in 
prices which adversely affect the yield on 
different types of investment securities. These 
changes likewise are beyond control of legis- 
lators. 

There is nothing in the law that will as- 
sure the potential buyer that the offering 
price of the stock or bond is not placed too 
high. Many other factors which affect the 
yield cannot be covered by legislative enact- 
ment. The economy of management, salaries 
paid to officials, and other items of operat- 
ing expense, after the security is issued and 
which affect the earnings, cannot be con- 
trolled so as to assure the purchaser that 
he has made a good investment. Another 
question which arises is whether the average 
investor can or will intelligently read the 
investment prospectus. The purchaser very 
largely relies at present on his general con- 
fidence in the business situation and more 
particularly upon the faith which he has 
in the investment concern which floats the 
security, and especially on the salesman from 
whom he buys it. 
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The law will undoubtedly slow up the flota- 
tion of security issues. This information, 
which must be obtained before registration is 
given, will require considerable time as well 
as expense, and the prospectuses will be long, 
tedious and detailed, through which the aver- 
age investor will have much difficulty in 
finding his way. It is very much of a ques- 
tion whether the Securities Law will not 
make much more difficult and retard the 
issuance of securities by good investment 
firms and industrial corporations without at 
the same time preventing or properly cur- 
tailing the activities of the less reputable 
investment concerns and the floating of the 
highly speculative security. It may be that 
the penalty entailed on the good, will be 
worth the price entailed in an effort to re- 
strain the evil. It should be recognized, 
however, that it is the common law of fraud 
that is peculiarly difficult to determine for 
misrepresentation and fraud are very intan- 
gible things to prove in court. 

General reference has already been made 
with respect to the effect of the law on di- 
rectors. Will it be easy for the industrial 
corporation to secure the type of director it 
desires in view of the heavy liabilities which 
a director incurs under the new law. Un- 
doubtedly, there has developed in this coun- 
try an evil in connection with a limited num- 
ber of individuals serving on so many boards 
of directors in that they could not give suffi- 
cient time to the various corporations to 
understand and intelligently aid in the opera- 
tion of the business. It is perhaps of minor 
importance that the administration of the 
law will entail a very large expense. The 
American people have become so accustomed 
to increasing governmental expense for the 
supervision and regulation of business that 
this objection is perhaps of little pertinence. 

Finally, it is well to remember the condi- 
tions during the past forty years which have 
led to a demand for a law of this type. Un- 
doubtedly, there was and is need for greater 
protection for the uninformed investment 
public, who during the past several decades 
have invested an increasing amount of their 
savings in the securities of the various types 
of corporations. It is unfortunately futile to 
hope that the American people can now be 
assured with any greater degree of cer- 
tainty that their investments in the securities 
of corporations will be safe, either as re- 
gards principal or interest. Risk is an in- 
herent element in all types of industrial so- 
ciety and so long as we have a system of 
competitive society, the individual investor 
must bear his share of the risk. If his gov- 
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ernment can, through additional information, 
make available to him more facts about the 
character of the risk, and if he will intelli- 
gently act upon these facts, this is all a gain 
for the investors. 

It is possible that industrialists, invest- 
ment bankers, and others are disposed to 
view the security law more seriously than 
its provisions warrant. It is well to remem- 
ber that under the common law there are 
liabilities and penalties for misrepresenta- 
tion and fraud. Individuals for centuries 
have had the right to go into the courts and 
seek redress under this common law principle 
of fraud and misrepresentation. Then, too, 
this common law principle, especially in nu- 
merous states has had expression in statu- 
tory laws. We now have, as a national pol- 
icy, a statutory expression of the common 
law principle of fraud and misrepresenta- 
tion and the great difference now prevailing 
is that whereas under the common law prin- 
ciple the appellant seeking damages had to 
prove his case, now it is the defendant under 
the securities law who must prove that there 
was no fraud or misrepresentation. ‘The 
standing of the alleged injured party in the 
courts is greatly improved through this stat- 
utory expression of a common law principle. 

A parallel case is found in the state and 
national laws regarding monopolies. Monop- 
olies under the common law were certainly 
since the time of Elizabeth null and void, 
but in order to protect the public to a greater 
degree this common law principle against 
monopolies became in most of our states, as 
well as in our Federal Government, a statu- 
tory law. It may be easily admitted that in- 
dustrial corporations and investment houses, 
under the law as it now exists, will exer- 
cise a greater degree of care in offering se- 
curities to the public. It is now up to the 
buyers, primarily, and not the seller, to take 
advantage of these additional protections. 
After all caveat emptor has only to a mod- 
erate degree been replaced by caveat vendor. 

fe de 

The Bishop First National Bank of Hono- 
lulu, Hawaii, celebrated its seventy-fifth an- 
niversary last month. The bank was _ or- 
ganized when King Kamehameha IV was the 
ruler and has served the islands ever since 
under other kings and finally under the 
American flag. The bank has in one day 
discounted 100 drafts for whalers which were 
at anchor in the harbor of Honolulu; has 
financed shiploads of sandalwood for sale 
in China; has seen coffee and pineapple plan- 
tations established, and has witnessed the 
tragedy of rice and the romance of sugar. 





OBJECTIVES AND PRINCIPLES IN SCIENTIFIC REVISION OF 
TAXATION SYSTEM 


NEED FOR NEW METHODS AND CHANNELS IN SALVAGING TAXABLE ABILITIES 


MARK GRAVES 
Commissioner of Taxation and Finance of the State of New York 


(Epiror’s Note: The author of the following discussion of the economics and effects 
of the various media of taxation is well qualified by the exceptional record which has marked 
his own administration. After outlining the essentials of a sound tax system, Mr. Graves 
delineates the functions and balances to be maintained between the more important types of 
levies, to prevent undue burden on any class. Interesting comments are likewise made on the 
question of payment of tax by means of contributing labor power.) 


COUNTRY of three million square 

miles and 125,000,000 population is a 

complicated phenomenon. But the 
needs of the time and also the possibilities 
are as great as the situation is complex. New 
ideas may prove at least as sound as certain 
old ones, which, though still followed, have 
long been thoroughly discredited. In any 
event, tax authorities are expected to suggest 
ways and means of raising revenue needed by 
government. ‘The annual tax bill of the 
United States, including federal, state and 
local levies, is around ten billion dollars. 
From an approximate $90,000,000,000 in 1929, 
the income of the American people has fallen 
to less than §$50,000,000,000 in 1932. Thus 
the average taxpayer must now turn over 
nearly twice as large a percentage of his in- 
come as contribution to governmental ex- 
pense. 

While the great decrease in national in- 
come has been making revenue-raising in- 
creasingly complicated and difficult, to fur- 
ther intensify the seriousness of the situation 
a new load has been thrown upon the gov- 
ernment. Slashed income has meant whole- 
sale distress, and nearly everyone seems to 
expect government to assume the bulk of the 
relief burden. So taxation is relatively more 
important than ever before, despite the fact 
that it was in a chaotic condition even in the 
pre-depression era. As a result, tax men 
are being compelled to emphasize once more 
the basic principles of taxation, while at the 
same time they are investigating all possi- 
bilities of salvaging something from any tax- 
able abilities now going to waste. 

To comprehend the possibilities in the 
latter category, we have only to consider 


the potential amount of productivity, or ° 
money, which has gone to waste since the 
income of the American people started to de- 
cline four years ago. It has been said that 
this amount would pay our annual ten Dbil- 
lion dollar tax bill without burdening pres- 
ent income, and furnish a _ $30,000,000,000 
surplus besides. It is believed that the 
$90,000,000,0,00 income of 1928 was not nearly 
as high as it might have been if all our 
resources in capital and labor had been fuily 
utilized. If these facts are true, the situation 
is nearly parallel to that of a mill owner who 
has been utilizing three turbines to produce 
his power and is suddenly required to meet 
an additional demand for electrical energy. 
A fourth turbine is turning over but its power 
is going to waste. Is it not more logical for 
the mill owner to utilize the wasted energy 
rather than over-burden the first three units? 
These suggestions are merely offered for 
criticism as possibile examples of methods 
needed to finance government in the United 
States. 
Fundamentals of Proper Taxation 

The principal virtues of a good tax system 
may be listed as (1) yield, (a tax that does 
not yield an amount commensurate with the 
effort expended is not a tax—it is a nui- 
sance), (2) administrability, which involves 
certainty and freedom from unnecessary 
verbiage and litigation, economy of admin- 
istration, ete. (3) fairness to all taxpayers, 
(4) balanee, which involves the reduction 
of the different kinds of taxable ability to 
a common denominator, and (5) provision for 
cooperation ‘by the various taxing juris- 
dictions in the United ‘States. 
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The above summary of virtues should 
perhaps be followed by an equally brief 
statement of the various taxable abilities, 
whose proper balancing constitutes one of 
the most important necessities in a soundly 
constructed system. These can be sum- 
marized as consisting of (1) what the tax- 
payer has, including his property as of a given 
date or his average property through a period 
of time, (2) the income flowing to him 
through a certain length of time, and (3) 
the accretions to his wealth involved in gifts 
from the living or bequests from the dead, 
(4) such special ability as is assumed from 
his purchasing power, plus also (5) the 
specific savings resulting to him from various 
operations of government, and, in addition, 
the unemployed time he has on his hands 
which can be drawn upon by a labor tax. 

It may be well to distinguish between the 
two usages of the word “taxes.” Its more 
inclusive concept includes licenses, but in its 
narrower meaning the word refers to revenue 
based upon ability in contradistinction to li- 
censes based upon specific benefit from gov- 
ernmental services. 

Payment in Labor Power 
In the last few centuries we have all be- 


come so dependent on a money economy that 
it is only with great difficulty that we can 


think of carrying on our transactions in any 


other way. So we raise huge sums of money 
in taxes to finance the various necessary 
services. Often in recent months it has been 
suggested to me that the government might 
draw upon some of its wasted labor power 
to perform various functions of government 
now financed in cash. ‘Theoretically, the idea 
is sound and the various unemployment relief 
measures now in effect represent its practice 
in modified form. These will help tem- 
porarily, but a program of NRA scope, suc- 
cessfully carried out, may prove the solution 
to our national problem. Men must go back 
to work at a living wage on a permanent 
basis. But when national recovery is 
achieved, it might be well for our government 
to consider a method for utilizing its wasted 
labor, if and when another depression comes 
our way. 

Most economists still regard the poll tax 
with disfavor, the most commonly cited 
objection being that the flat-rate levy is not 
in conformity with the principle of ability. 
But aside from this most logical reason there 
is an historical factor which has doubtless 
been conducive to its present ill repute. Be- 
fore the Revolution a poll tax of one or two 
dollars was sufficiently high, in view of the 
value of money and the limited activities 
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of government, to constitute a respectable 
revenue. But as the poll tax became crystal- 
lized at that figure during the century and a 
half following, the decline in the value of the 
dollar made such a small tax an absurdity. 
This was unfortunate, as any tax must com- 
mand respect of not only taxpayers, but also 
the administrators. Despite its defects as 
an only or principal tax, in a balanced tax 
System there is need for the equivalent of 
a poll tax. So with the ideas of taxation pre- 
railing in 1933 such a tax might be treated 
and known as a minimum income tax or filing 
fee. Such a minimum payment would in- 
volve the possibility of commutation in labor 
service at least during periods of acute de- 
pression. This era, from which I trust we 
are emerging, should have taught us to bene- 
fit as much as possible from services which 
are lost. Certainly this should be desirable 
when it is the services which money pro- 
cures rather than the money itself that is 
the ultimate object of government revenue. 

The suggestion is here volunteered that a 
complete survey be made of the activities 
of government with the object of determining 
precisely what activities could be performed 
by those who prefer to contribute their share 
to the support of government by direct labor. 
Such a study should not be confined to fune- 
tions already being carried on but should ex- 
tend to those which might be adopted. Such 
a new source of revenue might prove an ef- 
fective and popular feature in a well-ordered 
tax system. There must be various ways of 
enabling that large portion of the population 
at present contributing nothing to the sup- 
port of government, to do something which, 
while imposing no hardship on them, could 
at least reduce the hardships which the pres- 
ent tax system is imposing upon so many. 


Development of Standardized System 

Turning from potential to actual taxabili- 
ties, we find that political scientists, econo- 
mists and tax men are confronted with an 
unlimited number of most insistent problems. 
These include such summary matters 
Where is the proper dividing line between 
private and public enterprise? How does 
that line vary with changing circumstances 
and advancing civilization? What are the 
various kinds of governmental machinery 
which should be employed to perform the 
functions of government? How should the 
diverse functions be distributed among the 
various sizes or classes of governmental 
apparatus? What activities and agencies 
now in existence should be abolished? What 
activities of government should be financed 
by license charges based upon specific bene- 


as: 
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fit? What are the various abilities on which 
the balance of governmental functions should 
be based? How should the balance of ex- 
pense be distributed among those abilities? 

These questions obviously involve many 
others: What information should be devel- 
oped about government activities and how 
should the information so acquired be dis- 
tributed among the various agencies? In 
particular what is the precise information 
necessary to the development of a_stand- 
ardized tax system applicable by federal, 
state and local authority throughout the 
United ‘States? And what is the information 
which should be deduced annually about each 
of the taxes in the various jurisdictions? 

In a balanced system, rich and poor alike 
should pay their fair share of the tax bur- 
den. Accordingly the income and inheritance 
taxes should be steeply graduated. And just 
as the poor man’s tax has to be paid, year 
after year, so also the rich man’s tax must 
consistently and actually reach his ability. 
At this point it might be wise to point out 
that the fundamental defect of the income 
tax law is the inclusion of capital gains and 
The current depression has brought 
out this unfortunate situation in clear relief. 
The tax is generally considered a single and 
simple levy. By design, however, it was a 
hybrid tax from the beginning, combining 
income and capital gains and losses. But, 
due to a development entirely unanticipated 
at the time of its adoption, it became a tax 
on stock market speculation as well. Even 
if its rates and exemptions had remained 
unchanged from its inception, the yield would 
have fluctuated widely. It has the unhappy 
trick of producing an abnormal return on 
top of its normal yield in periods of pros- 
perity, and of suffering abnormal reduction 
in yield when its return is naturally low in 
times of depression. When a stock falls, its 
owner can put through a wash sale and re- 
duce his tax. But when the stock goes up 
and he sells at a profit, the taxable income 
will be the amount in excess of the wash 
sale quotation instead of the higher original 
price. 

As a result large revenue is taken away 
from the government when it needs it most 
and transferred to those years when it needs 
it least. Inclusion of capital gains and 
losses under the income tax is a short-sighted 
and fallacious idea. It is a man-sized job to 
precisely define income for tax purposes, but 
it clearly should not include capital gains 
and losses. While this is true with respect 
to the regular income tax, it may be that a 
flat rate of tax should be imposed upon capi- 
tal gains, with allowance against capital 


losses. 
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gains for capital losses, but in no event 
should capital losses be used to deplete other 
income nor should capital gains be taxed at 
graduated rates. 


Considerations in Placing Burden on Property 
or Income 

The relative amount of taxes which should 
be raised from property and income is diffi- 
cult to determine, and depends largely upon 
the relative amount of taxability involved 
in property ownership and in income. Trans- 
lated into terms of an income tax, a prop- 
erty tax is an income levy of exceedingly 
high rate. Assuming that property earns 6 
per cent, a 2 per cent property tax is equiv- 
alent to a 33 1/3 per cent income tax. Pre- 
sumably such a levy is on unearned income. 
Thus a property tax on actual wealth, plus 
an undifferentiated income tax, produces in 
effect, a differentiated income tax in which 
the unearned income is much more heavily 
taxed. Perhaps some genius in the future 
will discover the correct relationship of these 
two taxes. 

Many thinking people regret that it is not 
practicable to graduate property taxes. This, 
however, can be done in the case of the in- 
heritanece tax which, in effect, is a once-in-a- 
lifetime property tax. In legal fiction, of 
course, it is not a tax upon property, but 
upon the transfer of property. This has been 
embodied in the statutes to permit of the 
tax being graduated, for, had it been treated 
as a regular property levy, under our con- 
stitutions it could not be graduated. This 
tax has been supported by a variety of argu- 
ments, but the most effective, apparently, is 
the feature of the ability involved to the re- 
cipient of the inheritance, received without 
effort on his part. The levy is highly sus- 
ceptible of abuse, and many purposes other 
than revenue can be behind its rates; some 
are anxious for high rates, more for the 
purpose of redistributing wealth than to ob- 
tain revenue. 


Bases for Proper Tax System 


The proper American tax system would 
then include, theoretically, at least, a prop- 
erty tax on real estate, a personal income 
tax, an inheritance tax, certain luxury taxes 
like those on beverages and tobacco, a care- 
fully developed schedule of customs duties 
levied almost exclusively for revenue as op- 
posed to protection, and a gasoline tax. The 
desirability of having as wide a tax base 
as possible can be met by incorporating into 
the personal income tax the poll tax or mini- 
mum income levy feature, such minimum be- 
ing payable preferably in cash, or under cer- 
tain circumstances in service. A property 
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tax on intangibles is not to be commended 
because intangibles are rarely more than evi- 
dences of equity in tangible property. Neither 
should there be a property tax on tangible 
personalty. Many people are in favor of 
business taxes, but further consideration may 
rule out such levies from a thoroughly sound 
system. The stock transfer tax is probably 
sound and the same principle may perhaps 
be applied to other similar transactions. 
Functions like municipal water supply and 
the postal service, which can be financed by 
specific revenues like water rents and stamps 
should also be included in the approved 
grouping. In addition, a number of minor 
matters may be handled in this way. The 
aggregate revenue will be substantial, even 
though constituting but a small percentage 
of total government revenue. 

In this year 1933 when governmental func- 
tions are more complex than ever before, 
there is special need that no real abilities 
shall be omitted. A concerted effort should 
be inaugurated to build up on the solid foun- 
dation of proven principles, the tax system 
which will produce the necessary federal, 
state and local revenue, 
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TRUST ELECTIONS AT BALTIMORE 
NATIONAL 

The Baltimore National Bank has been 
granted authority by the Federal Reserve 
Board to exercise trust powers and to act as 
trustee, executor, administrator and in other 
fiduciary capacities. 

The following officers of the trust depart- 
ment have been elected: James C. Fenhagen, 
chairman of the trust committee; J. Ham- 
bleton Ober, vice-president and trust officer: 
G. Roy Mueller, trust officer; H. Vernon 
Leitch, trust officer; Gerald J. Muth, assis- 
tant trust officer, and Robert L. Grafflin, as- 
sistant trust officer. 


Baltimore clearings for August totaled 
$192,248,610, compared with $268,785,816 in 
the corresponding month of 19382. 

Robert E. Towey, trust officer of the First 
National Bank & Trust Company, Rochester, 
New York, announces the appointment of 
Miss Bessie M. Seely as assistant trust of- 
ficer. Miss Seely was formerly a member of 
the business development department of the 
Union Guardian Trust Company of Detroit, 
and is an attorney. She has the distinction 
of being the first woman to graduate from 
the Law College of Syracuse University, and 
has had many years experience in various 
branches of trust work. 
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TRUST COMPANY OF GEORGIA 

The Trust Company of Georgia has been 
separated from its parent institution, the 
First National Bank of Atlanta, in conform- 
ity to the terms of the Banking Act of 1933. 
Thomas K. Glenn, former chairman of the 
latter institution, has resigned to devote his 
entire time to the trust company as its presi- 
dent. The company will devote its efforts to 
the building up of its fiduciary business, suc- 
cessfully developed in the past, and will con- 
tinue the securities business to the limited 
extent permitted by the Glass-Steagall Act. 
It will be recalled that a year ago the trust 
company absorbed the investment affiliate of 
the group, the First National Company, and 
the investment business has been concen- 
trated in the trust company since that time. 
It also controls the First National 
ciates and through it owns and operates five 
banks in other cities of the state. The offi- 
cers of the trust company are now as fol- 
lows: Thomas K. Glenn, president; Robert 
Strickland, executive vice-president; James 
A. Brown, vice-president; Dameron Black, 
vice-president, secretary and treasurer; W. L. 
Pomeroy, trust officer; W. L. Daughtry and 
James C. Shelor, assistant trust officers; L. L. 
McCullough, assistant trust officer and as- 
sistant secretary; A. H. Stevens, assistant 
secretary and assistant treasurer; J. W. 
Means, assistant treasurer, R. L. McConnell 
and W. S. Woods, assistant secretaries. 


ASSO- 


Robert F. Maddox, formerly head of the 
executive committee of the First National 
Bank, has been elected chairman of the bank 
to succeed Mr. Glenn, and John K. Ottley re- 
elected as its president. 


OUR BILLION DOLLAR STAKE IN CUBA 
Considering the Cuban situation from a 
purely financial point of view, it is impera- 
tive that an orderly government be 
lished to protect American investments in 
Cuba which are in excess of $1,000,000,000. 
More American capital is invested in the 
island than in any other country excepting 
Canada. Sugar plantations and business en- 
dependent on the sugar 
make up the great part of these investments. 
They are long-term investments represented 
by Cuban bonds, sugar plantations, various 
ailroads, utilities and fruit and agricultural 
bonds. <A recent survey of the State Depart- 
ment places the Cuban public debt at about 
$200,000,000. This is largely owed to Ameri- 
sans, and is a result of years of depression, 
overproduction and political extravagance. 


estab- 


terprises business 
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THE LEGAL LIST IN THE LIGHT OF RECENT INVESTMENT 
EXPERIENCE 


FACTORS AFFECTING VARIOUS TYPES OF LEGAL SECURITIES 


PHILIP A. BENSON 
President, Dime Savings Bank of Brooklyn, New York 


(Epitror’s Note: 


The frequency with which securities of the type legal for trust fund 


investment have disclosed weaknesses has created dcubts as to the value of legal prescriptions. 
Many of these bonds, long considered ultra-conservative, have demonstrated a speculative 


nature when the mantle of prosperity fell. 


In the course of his address before the Trust 


Division of the American Bankers Association convention, Mr. Benson makes comments 
regarding investment possibilities of each classification of legal security and indicates tenets 
for future investment policy. He affirms his belief in the value of legal specifications based on a 
generally satisfactory record, but points out modifications which recent events show to be 
desirable prerequisites.) 


ME problem of investment is a little 

simpler for the savings bank than for 

trustees because the savings bank ac- 
cumulates a surplus and if there are any 
losses the surplus stands the loss, and not 
the corpus of the estate. That means, too, 
that they are not in quite as much danger 
of being accused of laxity in administering 
funds: so long as the depositor gets his full 
amount of principal and interest he is per- 
fectly satisfied. Then again there are no 
particular maturity dates. It is true that 
savings deposits are payable on very short 
notice, but the tendency is that they remain 
and increase, so investments do not have to 
be made with the view to distributing the 
assets at some particular time. These things 
simplify the problem of investment and yet 
in the main it is the same. Savings funds 
which we consider to be as sacred as any 
funds in the world must be invested with the 
idea of absolute safety, and yet produce a 
fair return to those entitled to get it. 

The question that should be considered is, 
are the laws that govern the legal list the 
ones that ought to govern it? Should they 
be made more restrictive or more liberal? 
Should they exist at all? In justification of 
a legal list I want to say that in the state 
of New York no mutual savings bank—and 
that is the only kind we have in New York— 
has failed to pay every depositor as he 
wanted his money, without a single failure 
all through the depression. I have reason 
to know that every savings bank in the state 
is solvent on present market prices. It seems 


to me this is an argument for the existence 
of specifications as to how to invest your 
money. 

Investments of savings banks include in 
the main real estate mortgages, railroad 
bonds, utility bonds, government bonds, state 
bonds and municipals. I have not discovered 
myself, nor have I heard anybody else make 
a convincing statement that leads me to be- 
lieve we ought to change the New York law. 
That does not mean it is perfect. But I don’t 
believe that anybody has definite convincing 
suggestions that are acceptable for either re- 
vision or liberalization of that law with 
the possible exception of real estate mort- 
gages, where savings banks have been too 
liberal in making loans. 


State and Government Bonds 

Savings banks are aiming at liquidity and 
this is in a certain measure the problem of 
a trustee also, to achieve which it is neces- 
sary to carry fairly large bank balances and 
an increasing amount of United States Gov- 
ernment bonds. In the future the savings 
banks probably will carry more government 
bonds because of their special features of 
liquidity and because savings banks do not 
have the same necessity for a large return 
as does a trustee. Until recently we could 
invest in the bonds of any state in the Union, 
but something has occurred that at one time 
was thought impossible. A sovereign state 
of the United States today stands in default 
on its bonds. Not only that but it has at- 
tempted by legislation to deprive the bond- 
holders of some of the rights granted to them 
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when the money was borrowed. No doubt 
the people of the state and the legislators 
that represented them thought they were 
justified in passing that legislation. At the 
same time it raises the question as to wheth- 
er the bonds of every state in the Union 
are a good investment for trust funds. We 
should consider the bonds of only those 
states that have abundant resources to meet 
their obligations and a record back of them 
of wholehearted willingness to pay what they 
owe without any question of repudiating 
their debt in whole or in part. 


Desirable Features in Municipal Bonds 

We have learned a good deal about munici- 
pal bonds recently. It seems that they are 
good only if issued by cities with a compara- 
tively low debt ratio and with diversified 
industries within that city, because it is ap- 
parent that where a city’s business is one 
great industry, if that fails the city is just 
out of luck. Furthermore, cities have no 
right to expect to remain in debt indefinitely, 
all their bonds should be issued for serial 
repayment or with provision for adequate 
sinking funds. We could add to those re- 
quirements good government, lack of extrava- 
gance, and the desirable provision that the 
bonds be backed by unlimited taxing power. 
Some cities have issued bonds of two types, 
one backed by the right to levy unlimited 
ad valorem taxes for the payment of the 
bonds, and the other issued under provisions 
that limit the power to collect taxes from 
their people. A troublesome factor with ref- 
erence to some municipalities is the indif- 
ference of citizens toward the payment of 
taxes. In many places taxpayers have with- 
held the payment of taxes when able to make 
the payment, without thinking that they were 
thus helping to destroy the credit of the 
city. With the vast majority of American 
cities, the bonds are good and are being 
paid as is the interest; also, there are condi- 
tions beyond the control of the people of a 
city—lack of employment, lack of business, 
lack of income—which have placed many of 
them in unfortunate positions. 


Conservative Basis of Railroad Values 

The next great subdivision is railroad 
bonds. If there is one splendid American 
utility, it is the railroad, today being oper- 
ated more efficiently than ever before. In 
the past we may have been sceptical as to 
the future of the railroads but nothing else 
has yet been devised that can move freight 
as cheaply. Tell me any agency that can 
move freight for $10.74 a ton for one thou- 
sand miles, which was the average cost in 


1930. The statement is made that railroads 
are overcapitalized. It is not true; on the 
figures of the Interstate Commerce Commis- 
sion, railroads on a replacement basis are 
worth $5,000,000,000 more than they cost and 
are not mortgaged in excess of 40 per cent 
of present reproduction cost. In some cases 
it may be true that railroad capitalization 
or debt should be scaled down; it is not true 
in the main. I would say that there are 
three classes of railroad bonds: strong un- 
derlying bonds, those that are splendid and 
safe investments and will be long after every 
one of us is gone. Some bonds are what you 
might call a businessman’s investment, and 
some are speculative. When times are good 
again the railroads ought to provide ways 
of extinguishing some of their outstanding 
debt out of earnings. Another problem to be 
faced regarding railroad bonds has to do 
with the law passed last winter, providing a 
method of reorganizing roads under the 
Bankruptcy Act. I believe that is a good 
law. 

I think the principle the trustees should 
adopt in dealing with any reorganization is 
that underlying bonds remain undisturbed 
and the junior bonds should suffer first if 
there must be suffering. I have heard the 
principle expressed that in reorganization we 
all have to give up something. The attitude 
that we have is that the first mortgage ought 
to be the last to be disturbed as the result of 
any necessary reorganization. We bought our 
bonds because they were strong and under- 
lying and those that are not should bear the 
brunt of any scaling down before our bonds. 


I want to supplement this with a state- 
ment by Joseph Stagg Martens in the cur- 
rent “Review of Reviews”: “In spite of the 
inherent hostility of the New Deal philosophy 
to established property rights, the railroads 
are emerging from the depression with ex- 
ceptional credit and high in the favor of the 
investing public. The net income of Class I 
roads in June was 303 per cent above that of 
1932. The first six months of the year oper- 
ating profits are thirty-nine and one-half per 
cent head of the same period last year.” The 
rails are again heading toward blue chip 
classification, and I don’t know how to write 
anything into the law any different than we 
have there now regarding them. There is 
much, however, that ought to be done to help 
the railroads: 

1—Removal of restrictions to permit them 
to operate against competing agencies. 

2—Regulation to the extent desirable of 
competing agencies, such as waterways, 
trucks and buses. 
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Elimination of government subsidy of 
competing services and withdrawal of the 
government from the operation of inland 
waterways. 


» 
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These things will help our investments in 
railroad bonds. If the country is going to 
continue to build waterways with public 
money, operate boats on them, part of the 
cost of which is paid by public money, of 
course the railroads are going to lose freight 
to that unfair line of competition. 


Public Utility Bonds a Desirable Investment 

Public utility bonds have been legalized 
only within the last few years. These bonds 
have stood up splendidly throughout the 
whole economic depression and have proved 
to be not only profitable but marketable in- 
vestments. Of course, there are things that 
must be guarded against even in investing 
in utilities. There are available only a lim- 
ited amount of closed underlying mortgage 
bonds of good public utilities; most com- 
panies have a large issue of open refunding 
mortgage bonds. It seems to me that in the 
future some of the extensions of plant ought 
to be financed out of earnings and also that 
there ought to be a way of providing sink- 
ing funds for those issues. There is going to 
be an increasing desire to regulate the utili- 
ties and an increasing effort to reduce their 
charges to consumers, thereby reducing their 
earnings. These things are the slight dan- 
gers that lie in the way of public utility in- 
vestments, and perhaps it is better to take 
those whose maturity is not too long and 
where the restrictions are not too limited on 
the issuance of additional bonds. 


Real Estate Mortgages 

I come finally to the thing that perhaps 
causes more trouble than anything else today 
—the real estate mortgage. This investment 
has proved to be the most profitable because 
it has always paid the highest rate of in- 
terest. Have we reached the point where 
we are going to say, “No more mortgages’’? 
I do not think so. I think that the first 
mortgage on improved real estate has been 
the best single investment the savings banks 
have made. There has always been and I 
believe will continue to be a good demand 
for conservative first mortgages on improved 
real estate in every part of our country, es- 
pecially in the big cities. We not only bought 
these mortgages but we bought portions of 
mortgages. Trustees frequently took a mort- 
gage and split it up in various trusts. There 
was no danger in doing that. We don’t do 
it in savings banks; we own the whole mort- 
gage or nothing. In New York we have had 
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a great deal of trouble through mortgages 
that are split up in a thousand different ways 
known as certificate issues, and while those 
certificate issues have been legal for trust 
funds they have not been legal for savings 
banks and most of us are glad of it. It has 
been unwise to permit people to buy small 
participating interests in a large mortgage 
because it is very difficult to handle when 
in default, very difficult for the people that 
own the shares to do anything to protect 
their interests. If I were making a change 
in the New York law today, I would take 
out the right of trustees to invest in partici- 
pations in mortgages except where they con- 
trol the whole mortgage. 

I think there is no question but that the 
mortgage bond companies have done an in- 
calculable amount of harm in our cities by 
financing buildings for which there was no 
excuse, and which resulted only in hurting 
buildings that already existed. We would be 
far better off if no real estate bond had ever 
been sold to the investing public. There are 
some exceptional cases where it has done 
no harm but the harm done in so many cases 
far outweighs the good. Another serious 
thing happened in the mortgage business in 
New York, something we thought could not 
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happen. The mortgage guarantee companies 
have been unable to meet their obligations 


and nearly every one of them is under the 
protection of the Insurance Department. It 
would look as though the plan of guaran- 
teeing the payment of principal of a mortgag2 
is one that cannot exist, and I don’t believe 


it will exist in the future. In many cases 
people relied entirely upon the mortgage 
guarantee company. 

One of the mistakes made on mortgages 


have been too liberal appraisals. While they 
provide for the price of the land plus the 
cost to produce the building, a building is 
only worth the amount of the income that 
will be produced, capitalized not at the mo- 
ment the building is finished but looking for- 
ward over a period of years. Apartment 
houses were built to rent for $35 a room and 
valued at cost! Most people cannot pay that 
and most of those buildings have got to 
come down to $10, $12 or at the most $15 a 
room. The value is the income capitalized 
without regard to what they cost to build. 

I think we have loaned too large a per- 
centage of value. I think that 66 2/3 per cent 
in New York for trust funds and 60 per cent 
for savings bank is too high and would like 
to see both down to 50 per cent. Very often 
loans were made without asking amortiza- 
tion. Although it is a nuisance to reinvest 
small payments, the principal Las been jeop- 
ardized by not requiring them. The over- 
production of buildings in our great cities 
should be prevented and we can do so to 


some extent by refusing to finance such 
building. The lack of new construction is 


going to be a strengthening feature and I 
hope that lack will continue for some time. 
There is going to be more scaling down of 


mortgages or the interest on them but I 
think we are reaching the end. Meantime, 


we have had to be very patient with the 


debtor that couldn't pay, and always will be. 
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The servicing of mortgages is a big problem 
today and a big expense, but there is noth- 
ing else to do but to try to pull through with- 
out owning the property ourselves; foreclo- 
sure is a last resort. 


Home Loan Bank Bonds 

Alfred E. Smith in recent remarks about 
bonds of the Home Loan Bank, said: “Obvi- 
ously, few mortgagees will fall for a bond 
which is nothing more than an eighteen-year 
annuity. In thousands of cases the mortgage 
alone, not to speak of back taxes and inter- 
est, exceeds 80 per cent of an honest, up-to- 
date appraisal. Trustees and fiduciaries have 
no legal right in most states either to accept 
bonds of this kind or to discount a mort- 
gage, and certainly they have no moral right 
to do so even if they have statutory author- 


ity.” We know that for eighteen years we 
will get our interest; whether they are paid 
at the end of the eighteen years, no one 
knows. 


On the other side and rather in favor of 
the bonds, let me give these facts. The in- 
terest is guaranteed by the government. The 
10 per cent margin in the stock subscribed 
by the government creates a marginal pro- 
tection over and above the security of 
the property, the maximum issue of bonds 


being $2,000,000,000. The Reconstruction 
Finance Corporation will accept the bonds 
as collateral up to SO per cent of face 


value. The bonds are acceptable at face value 
by the Home Owners Loan Corporation in 
payment of the mortgages it holds. That may 
create a market for the bonds. The Federal 
Reserve Board has been considering action 
which would authorize the use of the bonds 
as collateral for loans from the Reserve 
banks. However, no definite decision has 
been made. ‘The Postal Savings trustees have 
already authorized such action. It would in- 
dicate from this that the bonds have some 
merit and whether we take them or not, I 
suppose depends on the particular mortgage 
that they are offered in payment of. If it 
is a good mortgage, we would probably rather 
have it than the bonds. 


2, 2, 7 
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COMMERCIAL PAPER OUTSTANDING 

Reports received by the New York Fed- 
eral Reserve Bank from commercial paper 
dealers show a total of $107,400,000 of open 
market commercial paper outstanding on 
August 31, 1933, a gain of $10,000,000 in the 
month and a gain of $34,000,000 since June 
30th. Total volume is now the largest since 
November, 1932. 
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CODE OF FAIR COMPETITION FOR THE BANKS OF THE 
UNITED STATES 


ADOPTED BY THE AMERICAN BANKERS ASSOCIATION AT THE 59TH ANNUAL 
CONVENTION 





To effectuate the policy of Title I of the 
National Industrial Recovery Act during the 
period of emergency, the following provisions 
are established as a Code of Fair Competi- 
tion for the Banks of the United States. 


ARTICLE I 

Definitions: The term “bank” as used 
herein shall include all national banks, state 
banks, savings banks (both mutual and 
stock), trust companies, and private bank- 
ing houses accepting deposits. The terms 
“employee” or “banking employee” shall 
mean any person employed by a bank in any 
capacity in connection with its banking func- 
tions and operations. 


ARTICLE II 
Effective Date: The effective date of this 
Code shall be October 1, 1933, or, if not ap- 
proved by the President of the United States 
by that date, then the second Monday after 
its approval by the President. 


ARTICLE III 

Labor Provisions: Employers shall comply 
with the following provisions of Section 7(a) 
of Title I of the National Industrial Recov- 
ery Act: 

(1) Employees shall have the right to or- 
ganize and bargain collectively through rep- 
resentatives of their own choosing, and shall 
be free from interference, restraint, or coer- 
cion of employers of labor, or their agents, in 
the designation of such representatives or 
in self-organization or other concerted activi- 
ties for the purpose of collective bargaining 
or other mutual aid or protection. 

(2) No employee and no one seeking em- 
ployment shall be required as a condition of 
employment to join any company union or 
to refrain from joining, organizing, or assist- 
ing a labor organization of his own choosing. 

(3) Employers shall comply with the max- 
imum hours of labor, minimum rates of pay, 
end other conditions of employment, ap- 
proved or prescribed by the President. 


ARTICLE IV 

Child Labor: No person under sixteen 
years of age shall be employed by any bank. 
except that persons fourteen and fifteen years 
of age may be employed for a period not to 
exceed three hours per day, said hours to be 
between 7 A.M. and 7 P.M., in such work as 
will not interfere with hours of day school; 
it is provided, however, that where a state 
law prescribes a higher minimum age, no 
person below the age specified by such state 
law shall be employed within such state. 


ARTICLE V 


Hours of Employment: (1) No banking em- 
ployee shall work more than forty hours per 
week averaged over a period of thirteen con- 
secutive weeks. 

(2) The maximum hours of employment 
prescribed in the foregoing paragraph shall 
be subject to the following exceptions: 

(a) In districts or sections of the country 
where the seasonal nature of commerce, agri- 
culture or industry, making necessary the 
moving of some product within a limited 
period, imposes upon banking facilities an 
unusual demand, employees of banks subject 
to such peak demand may work forty-eight 
hours per week for a period not to exceed 
sixteen consecutive weeks in any calendar 
year. Any such increase in hours of employ- 
ment shall be reported monthly to the Bank- 
ing Code Committee provided for in Article 
VIl. 

(b) All banking employees required to per- 
form extra work or observe later hours in 


connection with periodic examinations by 
federal or state banking authorities, over 


which the bank has no control either as to 
the time of occurrence or duration, shall be 
exempt during such periods. 

(c) Employees in banking institutions em- 
ploying not more than ‘two persons in addi- 
tion to executive officers, in towns of less 
than 2,500 population, not part of a larger 
trade area, and employees in a managerial or 
executive capacity or any other capacity of 
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distinction or sole responsibility (regardless 
of the location of the bank) who receive more 
than thirty-five dollars per week, shall be 
exempt from the limitation upon hours of 
employment prescribed in the foregoing para- 
graphs. 

(d) These provisions for working hours 
shall not apply to night watchmen employed 
to safeguard the assets of the bank, since 
such guards cannot with safety be shifted 
or changed during the night period. 

Population for the purposes of this Article 
shall be determined by reference to the 1950 
Federal Census. 

ARTICLE VI 

Wages: (1) No employee in cities of over 
500,000 population, or in immediate trade 
area of such cities, shall be paid less than 
at the rate of $15.00 per week; no employee 
in cities between 250,000 and 500,000 popula- 
tion, or in the immediate trade area of such 
cities, shall be paid less than at the rate of 
$14.50 per week; no employee in cities be- 
tween 2,500 and 250,000 population, or in the 
immediate trade area of such cities, shall be 
paid less than at the rate of $14.00 per week. 
In towns of less than 2,500 population the 
wages of all classes of employees shall be 
increased by not less than 20 per cent, pro- 
vided ‘that this shall not require wages in 
excess of the rate of $12.00 per week. 

(2) It is provided, however, that em- 
ployees without previous banking experience 
or training employed as apprentices may be 
paid during a continuous period of not more 
than one year at the rate of 80 per cent of 
the minimum wages prescribed in the fore- 
going paragraph. 


ARTICLE VII 


Administration: (1) To effectuate further 
the policies of the National Industrial Recov- 
ery Act, a Banking Code Committee is hereby 
set up to act as a planning and fair prac- 
tice agency and to cooperate with the Admin- 
istrator in the administration and enforce- 
ment of this Code. This Committee shall con- 
sist of representatives of the American Bank- 
ers Association who shall be truly represen- 
tative of the membership of the Association, 
and a representative(s) without vote, ap- 
pointed by the President of the United States. 

(2) The Banking Code Committee may 
from time to time present to the Adminis- 
trator recommendations, based upon condi- 
tions in the banking business, which will tend 
to effectuate the operation of the provisions 
of this Code and the policy of the National 
Industrial Recovery Act. Such recommenda- 
tions shall, upon approval by the Adminis- 
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trator after such public notice and hearing 
as he may prescribe, become operative as part 
of this Code. 

(3) The Banking Code Committee may, 
subject to the approval of the Administra- 
tor, require from all banks such reports as 
are necessary to effectuate the purposes of 
this Code, and shall upon its own initiative 
or upon complaint of any person affected, 
make investigation as to the functioning and 
observance of any provision of the Code and 
report the results of such investigation to the 
Administrator. 

(4) The Banking Code Committee shall, 
subject to the approval of the Administra- 
tor, supervise the setting up of Regional Com- 
mittees according to the following plan: 


(a) Where banks are now organized 
through state banking associations, city 


clearing house associations, county groups or 
otherwise, such organizations shall, with the 
approval of the Banking Code Committee, 
appoint a Committee for the purpose of as- 
sisting the Administrator and the Banking 
Code Committee in the administration and 
enforcement of this Code within such local 
region. 

(b) Banks in regions or districts not now 
organized shall, within thirty days after the 
effective date of this Code, send duly quali- 
fied representatives to a joint meeting called 
for the purpose of organizing under the su- 
pervision of the Banking Code Committee 1 
Regional Clearing House Association or such 
other committee along the lines of procedure 
set forth in the Manual of Organization and 
Management of Regional Clearing House As- 
sociations, compiled by the American Bank- 
ers Association. 

(c) Where such action hereinbefore stipu- 
lated shall not have been taken within thirty 
days after the effective date of this Code, the 
Banking Code Committee may set up through 
the State Banking Association, a Regional 
Committee or Committees. 

(5) The Committees provided for in the 
preceding paragraphs shall assist the Admin- 
istrator and the Banking Code Committee in 
the administration and enforcement of this 
Code within local areas and shall, subject to 
the approval of the Administrator and of the 
Banking Code Committee, adopt local rules 
and regulations governing competitive prac- 
tices within local areas. 

(6) The Administrator may from time to 
time, after consultation with the Banking 
Code Committee, issue such administrative 
interpretations of the various provisions of 
this Code as are necessary to effectuate its 
purposes within the provisions of the Na- 
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tional Industrial Recovery Act of 1933 and 
such interpretations shall become operative 
as a part of this Code. 

ARTICLE VIII 

Fair Trade Practices: To effectuate the 
purposes of the National Industrial Recovery 
Act all banks shall comply with the following 
rules governing fair competition in banking 
practices: 

(1) Hours of Banking: Within cities, trade 
areas, counties, or such other area as is cov- 
ered by the regional clearing house or other 
organized group, all banking institutions of 
the same kind and/or character shall estab- 
lish and observe maximum uniform hours of 
banking operations but any bank in such a 
group may observe shorter hours than the 
maximum established. (Banks having both 
commercial and savings accounts to be con- 
strued as of the same character.) By hours 
of banking operations is meant the time with- 
in which the doors of the banking institution 
are open for the purpose of serving the pub- 
lic. It is not intended or required that all 
banks within a given area shall maintain 
uniform banking hours, but it is the express 
intention of this provision that all banking 
institutions of like kind and charter shail 
maintain uniform hours each with the other. 
It is expressly agreed that the uniform hours 
so adopted shall not be less than those in 
effect in the majority of the banks within any 
given district prior to August 1, 1933, and 
if the hours of any bank are so reduced to 
conform with the majority, or if any bank 
observes shorter hours than the majority 
then it is expressly agreed that no such bank 
shall by reason of this fact reduce the num- 
ber of its employees below the number em- 
ployed at the time of such reduction. 

(2) Interest: Subject to rules and regula- 
tions of the Federal Reserve Board with re- 
spect to maximum rates of interest to be 
paid on time and savings deposits and the 
method of calculation thereof, as prescribed 
in the Banking Act of 1933, all banks within 
groups, or districts hereinbefore referred to, 
except mutual savings banks, shall maintain 
the same maximum rates of interest and the 
same method of calculation thereof upon de- 
posits of like character, but this shall not 
be construed to require any bank to pay such 
maximum rates if it does not so desire. The 
Banking Act of 1933 (Section 11B) provides 
that no bank which is a member of the Fed- 
eral Reserve System may pay interest on de- 
mand deposits, and it is expressly agreed 
that the rules and regulations provided by 
Clearing house associations or other groups 
Shall contain a stipulation that no interest 


is to be paid by any bank within such group 
(whether member or non-member of the Fed- 
eral Reserve System) on demand deposits, 
provided that nothing in these rules and 
regulations shall be in contravention of the 
permissive provisions of Section 11B of the 
Banking Act of 1933. 

(3) ‘Service Charges: Each clearing house, 
county association, county group, or state 
bank association, shall adopt rules fixing uni- 
form service charges to be charged by banks 
within such district or group in accordance 
with the practice now in effect whereby serv- 
ices rendered by banks shall be compensated 
for either by adequate balances carried or by 
a seale of charges. The Federal Reserve Act 
prohibits member banks from making any 
exchange charge for remitting to the Federal 
Reserve bank of their district for cash items, 
and since the Federal Reserve System pro- 
vides a par clearance plan, exchange charges 
as such shall be left to the determination of 
each individual bank. 

(4) Trust Service: Trust departments shall 
be operated in accordance with the provi- 
sions of the Statement of Principles of Trust 
Institutions, adopted by the Executive Coun- 
cil of the American Bankers Association on 
April 6, 1933, as amended. It is expressly 
provided that no provision of this Article 
shall be interpreted or applied so as to con- 
flict in any way with any federal or state 
banking law or any rule or regulation issued 
by the Federal Reserve Board, the Comp- 
troller of the Currency, or any state bank- 
ing authority. 

ARTICLE IX 

General Provisions: (1) Membership in the 
American Bankers Association shall be open 
to all banks included within the provisions 
of this Code and said Association shall im- 
pose no inequitable restrictions upon admis- 
sion to membership therein. 

(2) This Code and all the provisions there- 
of are expressly made subject to the right 
of the President, in accordance with the pro- 
visions of Section 10(b) of Title I of the 
National Industrial Recovery Act, from time 
to time to cancel or modify any order, ap- 
proval, license, rule or regulation, issued 
under Title I of said Act, and specifically to 
the right of the President to cancel or modify 
his approval of this Code or any conditions 
imposed by him upon his approval thereof. 

(3) Such other provisions of this Code as 
are not required to be included therein by 
the National Industrial Recovery Act may, 
with the approval of the President be modi- 
fied or eliminated as changes in circum- 
stances or experience may indicate. 




















































































































































































A life of exceptional and public-spirited 
service was brought to a close with the death 
of General William Christian Heppenheimer, 
chairman of the board of the Trust Company 
of New Jersey in Jersey City, N. J., and long 
identified with prominent financial and pub- 
lic enterprises throughout the state. His 
extensive activities in furthering cultural and 
civic advancements find reflection not only 
in his home community of Jersey City but 
also in the work of the Port of New York 
Authority, the New Jersey Beverage Com- 
mission and the High Point Park Commis- 
sion. on which boards he served to the last. 
William Heppenheimer was as greatly re- 
spected as he was affectionately regarded by 
a wide circle of friends in every walk of life, 
having served the people of his state with 
outstanding ability and vision. 

To all who were privileged to be associated 
with him he imparted a spirit of unfailing 
courage and fairness born of a vast human 
understanding. It is impossible to more than 
outline in these pages the unselfish achieve- 
ments which marked a life consistently de- 
voted to constructive works, but the record 
lives in the wide influence he exerted among 
all who knew him and the heritage of fine 
traditions which he has left to those who 
“arry on. 

Mr. Heppenheimer was born in New York 
City on March 27, 1860, the son of Frederick 
and Christine Hofer Heppenheimer, both of 
German lineage, his father coming to this 
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TRIBUTE TO THE CAREER OF WILLIAM CHRISTIAN HEPPENHEIMER 


country in 1848 with Carl Sehurz, Franz 
Sigel and other political refugees. After at- 
tending Hoboken Academy and later graduat- 
ing from Weinham, near Heidelburz, Ger- 
many, he studied law at Columbia and Har- 
vard universities and was admitted to the 
New York Bar in 1881. Following practice 
of the law as a member of the firm of Russ 
& Heppenheimer, he moved to New Jersey 
and was admitted to the bar there. Interest 
in politics was early evidenced in identify- 
ing himself with the Democratic party. He 
was elected to the Assembly in 1887 and 
again in 1889 and the next year named as 
Speaker of the House. From 1891 to 1894 
he was Comptroller of the Treasury of New 
Jersey where his admirable record led to 
appointment as president of the Board of 
Finance in Jersey City and subsequently City 
Treasurer, at the same time that he was 
assuming responsibilities as president of the 
Peoples Safe Deposit & Trust Company of 
Jersey City, which he organized in 1895. Four 
years later he organized the Trust Company 
of New Jersey which has become one of the 
strongest and most respected banking institu- 
tions in the state, and to which he has de- 
voted the greater part of his business inter- 
est. serving as president until 1929, when he 
became chairman of the board and the presi- 
dency was taken over by his son, William C. 
Heppenheimer, Jr. 

As a member of the trust fraternity his 
name will be enrolled among the staunch 
pioneers who established the foundations of 
corporate trusteeship, and to which he con- 
tributed with the greatest distinction. At 
his death Mr. Heppenheimer was also a di- 
rector of the Public Service Corporation of 
New Jersey, the Empire Trust Company 
of New York and the Colonial Life Insur- 
ance Company of New Jersey. His public 
activities included service as director and 
former president of the New Jersey Cham- 
ber of Commerce, besides duties as a mem- 
ber of the commissions. He is survived by 
a brother and his son, William Cc. Heppen- 
heimer, who continues the direction of the 
Trust Company of New Jersey as president. 


John Colt, president of the Princeton Bank 
& Trust Company of Princeton, N. J., has re- 
signed his position to accept the office of 
State Commissioner of Finance. Edward L. 


Howe has been elected president of the trust 
company to succeed Mr. Colt. 
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DISPELLING UNCERTAINTY IN THE EVALUATION OF 
NEW TRUST BUSINESS 


OUTLINE OF METHOD FOR DETERMINING PRESENT VALUE OF FUTURE BUSINESS 


SAMUEL WITTING 
Second Vice-president, Continental Illinois National Bank and Trust Company of Chicago 


(Epiror’s Note: The proper valuation of new trust business, because of the millions 
of dollars which trust institutions have invested in it and the years of effort that have gone 
into development of potential business, deserves the attention of all trust executives. The 
records which can be obtained by following the procedure outlined herein will be a source 


of valuable information in directing promotional activities. 


Mr. Witting, in his address 


before the Financial Advertisers Association, not only emphasizes the need for such valua- 
tion but also suggests clearly and concretely the methods which may be used and the records 
necessary to arrive at sound conclusions.) 


ROM its inception trust new business 

activity has been laboring under a cloud 

of uncertainty, as to the actual value 
of new trust business, and, therefore, uncer- 
tainty as to the value of the activity itself. 
This largely explains why trust new business 
activity is permitted to lanquish and why it 
has reached such a low ebb in many banks 
and trust companies today. Some time ago, 
during negotiations involving a merger of 
banking institutions, a trust officer of one 
bank was asked what he would be willing 
to pay for the potential trust business in the 
vaults of the other bank. His reply was that 
he would not pay anything for it, because, 
first, he did not believe that it could be evalu- 
ated, and second, he did not believe that it 
had any value. That statement was accepted 
as true by all the trust officers and bankers 
involved in the case, and numbered among 
them were some of the so-called biggest bank- 
ers and most prominent trust men in this 
country. In the conference in which the 
assets of that other bank were evaluated the 
conclusion reached was that the potential 
trust business of that trist company had no 
value; yet the bank in question had spent 
thousands of dollars in securing that very 
trust business. 


Large Investment in Potential Business 


The conclusion in regard to new trust 
business reached by these bankers and trust 
officers largely expresses the attitude of 
bankers and trust officers the country over. 
Yet the banks and trust companies of this 
country, in the aggregate, have spent mil- 


lions of dollars every year on the develop- 
ment of potential trust business. Some insti- 
tutions have spent as high as $400,000 in 
one year on trust development and some 
even more. Their position, to say the least, 
is anomalous and self-contradictory, to prove 
which I need only cite the fact that the 
trust officer who said that the potential trust 
business of the other bank had no value, 
himself was spending thousands of dollars 
that very year to develop potential trust 
business in his own bank. 

I venture to say that not one trust com- 
pany knows the value of the potential trust 
business on file in its vaults today, and that 
most have not the slightest conception of 
what its value might be. Mining companies 
have an exact inventory of ore ready for 
delivery and of ore deposits which they can 
draw upon as the demand requires. Oil com- 
panies know not only how much oil they 
have in storage, but also have an inventory 
of oil reserves. They have accurate knowl- 
edge as to its present value; they also have 
charts showing what the probable demand 
for their product will be during the next 
five or ten years. But banks and trust com- 
panies cannot claim to be running their busi- 
nesses as intelligently, when it comes to 
knowing the present worth of their present 
and potential business. 

Let us suppose that a trust new business 
man secures for his trust company an irrev- 
oeable living trust, comprised of $1,000,000 of 
United States Liberty bonds. Let us assume 
the income from this trust is to be paid to 
the trustor for life and after his death to 
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his wife for life, and after her death to the 
New York Community Trust in perpetuity. 
Here is a case about which there are no un- 
certainties—the man cannot revoke, change 
or lose the trust—and we know now that the 
trust company will always have $1,000,000 
to administer. Let us assume that the trust 
company receives $2,500 a year for its annual 
fee. Does this trust have any definite present 
commercial value to the trust company? The 
present worth of the annual fee of that irrev- 
ocable trust, computed at 6 per cent, is over 
$40,000 gross, and if computed at 3 per cent 
it is worth over $83,000 gross. The net pres- 
ent value will depend upon the differential 
between gross and net profit in each insti- 
tution. 


Application of Annuity and Inheritance Tax 
Experience 

We arrive at this present worth by using 
the Table of Annuities, used by insurance 
companies for over a hundred years, and 
recognized by the entire business world as 
reliable and accurate for reducing to present 
value annual fees collectible every year in 
the future. Here then we have something 
which according to accepted standards has a 
definite present commercial value for which 
the business world will pay cash. The truth 
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of the matter is that bankers and trust offi- 
cers have not been educated to think in terms 
of present value of future fees, as they have 
already been educated to think in present 
value of annual payments under annuities; 
there really is no difference between them. 

Everyone admits that an irrevocable liv- 
ing trust in perpetuity is a very definite piece 
of new trust business. Let us now take 
the most uncertain type of all new trust 
business, namely a will, and see how the 
appointment of a trust company as trustee 
under it can be reduced to a present value. 
Assume that a man makes a_ will under 
which he places his entire estate in trust for 
the benefit of his wife for life, and upon her 
death to his children outright, and _ that 
your trust company is named trustee. When 
the maker of this will dies the Inheritance 
Tax Office of your state will compute the 
present value of the annual income, which 
is to be paid to the wife as beneficiary for 
life, and assess a state inheritance tax upon 
the present value of that life estate. If the 
payments of annual income can be reduced 
to a present value, the annual fees which the 
trust company is to receive as trustee under 
that will can likewise be reduced to a pres- 
ent value. This is obtained by following the 
same rules used by the Inheritance Tax Of- 
fices of the various states as well as our 
Federal Government, for levying taxes on the 
present value of life estates. To reduce to 
a present value the annual fees of the trus- 
tee is a very similar mathematical operation. 
Since, however, these fees are deferred for 
the lifetime of the maker of the will, we can 
obtain their present worth by employing the 
principle used by all insurance companies for 
computing the present value of annuities for 
a lifetime, which are deferred for a life. 

If the man making the will provided that 
the income should be paid to his wife for 
life and thereafter to his son and daughter 
for life, and then to a granddaughter for life, 
we could still use these principles to com- 
pute the present value of annuities for four 
lives, which are deferred for one life. These 
simple principles can be used to compute 
the present value of all kinds of potential 
trust business. But how about all those 
uncertainties which apply to wills? The man 
might revoke his will—change it—he might 
lose his estate—his wife or children may not 
survive him. The common sense answer to 
this uncertainty is that trust companies 
which have had trust new business divi- 
sions for twelve or more years have already 
had it proved to them that not all of the 
potential trust business which they have se- 
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eured has lapsed, nor has it all been lost, 
and that for the amount that has been lost 
a certain discount can be allowed in com- 
puting the present worth of the whole. This 
is identical with the situation which insur- 
ance companies have been dealing with for 
over a hundred years. 


Parallel of Insurance Evaluations 

When an insurance man sells a $100,000 
policy for which, let us say the man pays 
a $4,000 annual premium, the insurance ¢om- 
pany immediately faces the possibility that 
this man might die the next month or within 
the year—they might have to pay out $100,000 
in exchange for a premium of $4,000. Right 
here I want to call attention to one fact, 
that even though the insurance company may 
have to pay out the $100,000 in exchange 
for a payment of $4,000, yet to them the 
policy has sufficient value to warrant listing 
it immediately among the of their 
company and to pay their salesman about 
$2,000 commission for selling it. The insur- 
ance company, however, has safeguarded it- 
self against the contingency that this man 
might die soon by figuring its premium high. 

In working out their tables of mortality, 
the insurance companies have proved that 
death follows a law related to age, and com- 
mon sense teaches that lapsation and with- 
drawals of potential trust business also fol- 
lows this same law, related to age. There- 
fore, in computing the present value of wills 
and insurance trusts we can do just the 
opposite from what the insurance companies 
have done in issuing their policies. We can 
allow a discount for lapsation according to 
the age of the maker of the instrument, so 
that the present value of all this potential 
trust business will be as accurate for the 
average as is the premium of the insurance 
companies on the policies issued to a group 
of people of any specific age. 

This is the line of procedure which the 
trust new business committee of the Chi- 
cago banks and trust companies has fol- 
lowed. For the purpose of determining the 
amount of discount we should allow for lap- 
sation and withdrawals by makers of in- 
struments of various ages, we have taken 
the lapsation and withdrawals chart pre- 
pared by the Mississippi Valley Trust Com- 
pany of St. Louis, which is the experience 
of that trust company in regard to its per- 
sonal trust business, and the result of care- 
ful research. Naturally your trust com- 
pany’s experience in regard to lapsations will 
be different, but we have no reason to believe 
that the experience of trust companies in 
the aggregate will vary materially from this 
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experience. It is interesting to note that the 
life insurance world for a century relied 
largely upon the “Carlisle Table” drawn from 
the experience of one community in England, 
and it is quite astounding how close that old 
table runs to the “American Men” table 
drawn from the united experience of all 
American life companies. The Carlisle Table 
is still being used in the State of Illinois for 
computing the present value of life estates 
in levying inheritance taxes. We, therefore, 
believe we have a good precedent for taking 
the experience of one trust company regard- 
ing lapsation and withdrawals, for having 
the tables prepared. They are mathematical 
deductions from the Table of Mortality and 
from this lapsation and withdrawals curve. 
These tables have been worked out and veri- 
fied by eminent actuarial authorities and we 
believe can be accepted as reliable for com- 
puting the present value of new trust busi- 
ness. By means of these tables all the con- 
tingencies, such as whether the wife will 
survive the husband, or whether the daugh- 
ter will survive both, ete., have been taken 
into consideration. Allowing for lapsationu 
and withdrawals or shrinkage due to similar 
causes, this whole question largely becomes 
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one of life contingencies, which is a most 
thoroughly developed science. Life insurance 
companies have policies on one life. two 
lives, three lives and every conceivable vari- 
ation of probability. We have simply taken 
this thoroughly developed science, and had 
it applied by experts in that science to the 
valuation problem of the trust companies. 
Details of the various life contingencies are 
fully explained in the tables, with directions 
for their use. 
Importance of Uniform Records 

These tables have been worked out to 
compute the present value of trust company 
fees in terms of dollars; they are not applic- 
able only to our local schedule of fees in 
Chicago. They have been kept on a dollar 
basis for all fees, whether acceptance, an- 
nual or termination and therefore will be 
of full value in every trust company, regard- 
less of what the schedule of fees may be. In 
order to check as to whether the lapsation 
and withdrawal curve of the Mississippi Val- 
ley Trust Company allows too little or too 
much for this shrinkage, we propose that 
each trust company keep a uniform record 
ecard, as a definite record of what transpires 
on all potential trust business. If the trust 
companies the country over will keep such a 
uniform record card we will, in a compara- 
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tively short time, have factual data taken 
from actual experience by means of which we 
can check our discount rate for lapsation 
and withdrawals, and know definitely how 
much all potential trust business needs to be 
discounted in order to allow for shrinkages 
of various kinds and thus reduce this busi- 
ness to a scientific value. In order that there 
may be uniformity in this record card w2 
contemplate having it printed in large quan- 
tities. and available at slight cost. 

Just a word about the size of a man’s 
estate—the bugaboo of all bankers and trust 
officers who say that new trust business 
can never be evaluated. They build up a 
straw man by citing isolated cases, such as a 
man with a $1,000,000 estate making a will 
and dying insolvent. They ask, “How are 
you ever going to tell what a man will have 
in his estate when he dies?’ The insurance 
company might just as well ask its salesman. 
when he sold that $100,000 policy—‘How are 
you ever going to tell when a man is going 
to die?” If the man buying the policy had 
died within a year the insurance company 
would actually have lost $98,000 on the deal 
and would have paid its salesman a com- 
mission of $2,000 for helping them lose it. Yet 
they have not gone bankrupt doing business 
on that basis. This proves that the founda- 
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tion of present value is based upon an exact 
science which can be discovered. The answer 
to the question as to when a man may die 
has been given by insurance companies for 
the average through their Mortality Table, 
and common sense gives us the answer to the 
other. No one can deny that from the Decla- 
ration of Independence in 1776 to the adop- 
tion of the N. R. A. Codes in 1933 the wealth 
of this nation, except for periodic interrup- 
tions of the business cycle, has steadily in- 
creased. This increase in wealth of the coun- 
try as a whole must and has manifested it- 
self in increased wealth of its average citizen 
and in larger individual estates. 

Some trust companies which have exam- 
ined their records, state that a will is on 
deposit with them an average of fifteen years 
before it matures. Suppose your trust com- 
pany from the year 1905 to 1915 had been 
appointed trustee under wills of estates ag- 
gregating $100,000,000 and that these wills 
had matured during the years 1920 to 1930. 
What would you have found? Very probably 
an increase in value of individual estates 
ranging from 100 per cent to 300 per cent 
over their value in 1905-1915. 


Justification for Future Estimates 
Another fact which must not be overlooked 
when considering the size of individual es- 


tates is that all the people do not die during 


a depression. In fact, statistics can be ad- 
duced to show higher mortality during times 
of a‘bull market” than in so-called hard 
times. Most of those whose wills and insur- 
ance trusts were secured during the years 
1928 to 1930 are still alive; naturally most 
ot these estates have shrunk: some have been 
entirely lost. but many will recoup their 
fortunes, so that on the average your trust 
company during the next fifteen years wil! 
have a substantial increase in trust business. 
To prove this all.you need to do is to look 
at the records of your own trust company. 
The business of your trust company, as well 
as that of every other trust company in this 
country, has increased substantially during 
the past fifteen years, largely because the 
wealth of the nation as a whole has steadily 
increased and that, in the face of the recur- 
ring depressions. In considering this subject 
the taking of isolated. cases cannot lead to 
sound and common sense conclusions; a 
broad view destroys this bogyman erected 
upon the few cases, and we get a glimpse of 
the truth, based upon 157 years of experi- 
ence of this nation, that any decrease in the 
size of individual estates would be more than 
offset by the increase. 

We have not included the probable size of 


a man’s estate in our tables. If we had, it 
would vitiate their accuracy, as one cannot 
calculate the probable size of anyone man’s 
estate, but we can on this uniform card keep 
a record of the size of an individual’s estate 
when the business is secured and also when 
he dies, in order to determine the tendency 
for the average and to verify that the ten- 
dency of trust company cases is in keep- 
ing with the general tendency of the nation 
as a whole. When we have established this 
tendency for the average case we can dis- 
count or appreciate the size of estates on the 
basis of actual experience. We do not claim 
that the wealth of this nation will increase 
indefinitely, but we do claim that the keep- 
ing of a uniform record card will give us 
the truth as to its tendency for the average, 
as far as trust companies are concerned. 

The report of the Trust New Business Com- 
mittee of the Chicago Banks and Trust Com- 
panies will doubtless be ready for publica- 
tion before the end of this year. We do not 
claim that this work is the final word on 
this subject, but believe it is a big step in 
the right direction. By use of these tables 
and by keeping the uniform record card as 
outlined in this report, the leading trust 
companies of this country can help verify 
the results and thus give us all a_ wider, 
more accurate field of experience. A central 
clearing committee needs to be set up to 
which these trust companies can report facts 
in percentages and the figures thus submit- 
ted can be compiled and the general average 
given to the field. In this way each trust 
company will be able to test itself in regard 
to its trust new business methods. It will be 
able to determine the present value of the 
New Trust Business which it is securing; it 
will, therefore. know the value of what it is 
buying: it will know what it is paying for 
it: it will know whether it is buying future 
fees on a businesslike basis: and it will know 
whether its own figures are above or below 
the general average. The time has come 
when bankers and trust officers must be 
aroused and awakened to the fact that po- 
tential trust business does have real value, 
and that it will be possible, through coop- 
eration, to calculate that value exactly. 

Ro fo ee 

The financial statement of the Lincoln Na- 
tional Bank & Trust Company of Syracuse, 
New York, shows total assets of $13,645,561 
with capital stock, surplus and undivided pro- 
fits amounting to $2,128,675. The number of 
depositors has increased from 5,644 in De- 
cember, 1932, to 6,602 as of June, 1933. In 
the same period total deposits have increased 
by over $2.720,838. 
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(Epitror’s Note: 


The high standards of performance which have marked the con- 


duct of America’s trust institutions during the past year were reaffirmed by Mr. Sims 
in the course of his address as President of the Trust Division, A. B. A. Consonant with 
the courage and foresight consistently maintained during his term of office, Mr. Sims 
calls upon trust executives to adopt a code which will place before the public a clear picture 
of the standards to which corporate fiduciaries are bound, and by means of which legisla- 
tion may be prevented which would prove injurious not only to the nation’s banking struc- 
ture, but also to the clients to whose service trust departments are dedicated.) 


HE broad and vital problems which 
have confronted the Division during 
the past year have lessened the em- 

phasis upon its ordinary activities. At this 
time when every business and industry is 
engaged in the preparation of a code adapted 
to its affairs and acceptable to the federal 
administration the trust business finds that 
its governing committee, almost a year be- 
fore the trend towards business and indus- 
trial regulation became apparent, began to 
formulate the guiding principles of trust 
service, and months before there was a gov- 
ernmental demand for codes, had adopted 
its statement of principles which in  sub- 
stance and effect constitutes a basis for the 
code for trust business. 

The need of a satisfactory statement of 
principles by the Trust Division that guide 
and ‘govern the rendition of trust service by 
corporate trustees was strongly evidenced 
by attacks made upon the integrity of corpo- 
rate trustees by unfriendly critics based not 
on the performance of trust service by trust 
companies in general, but on the mistakes 
or misfortunes of particular trust companies 
which through ignorance or inadvertence had 
failed to render a satisfactory service. 

This statement, adopted by the executive 
committee of the Trust Division and ap- 
proved by the executive council of the Ameri- 
can Bankers Association, constitutes the for- 
mal statement both for the Trust Division 
and the general membership of the American 
Bankers Association (which is the result of 
much labor, critical consideration, and pains- 
taking preparation) and was essential to evi- 
dence the principles we generally have ob- 


served and followed. Most institutions main- 
taining trust departments will find that they 
are being conducted in accordance with these 
precepts, but it will be of benefit to have 
such a brief and simple expression as a re- 
ply to unnecessary and unjust criticism. 


Necessity for Adherence to Code 

The statement of principles should be more 
than an iridescent dream or an ideal to be 
attained. It is the blue print and specifica- 
tions of the plan on which the enduring edi- 
fice of faithful fiduciary service must be 
built. These objectives must be constantly 
before all who are constructing or desire to 
construct such an edifice. The thing now to 
be done is to see that the structure of all 
corporate fiduciaries conforms to this plan 
and these specifications. The principles have 
been well received and welcomed by members 
of the Trust Division but the corporate trus- 
tee must not be great on principles but weak 
on practice. We must go further and by 
the adoption of some code accepted and ad- 
hered to by our members put the conduct of 
trust business in general upon an even firmer 
foundation and build thereon a structure of 
public confidence and esteem. This is no re- 
flection on trust companies which generally 
are beyond reproach or attack, but we all 
know that corporate trust service generally 
has been criticized and attacked regardless 
of the excellent type of service uniformly 
rendered, and the fine conception of fiduciary 
functions that actuate and control this 
service. 

I earnestly recommend the adoption of a 
code to give the public a correct conception 
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of the corporate trustee, provide for uni- 
formity of operation, and put the weaker de- 
partments on the proper plane as to prin- 
ciples.and procedure. It will go far to re- 
store public confidence and avoid future crit- 
icism by showing the public that trust de- 
partments are conducted to render a disinter- 
ested, faithful, fiduciary service that is an 
essential economic necessity of modern life. 

Conditions have so changed, and the pub- 
lic mind has been so disturbed that unless 
these functions are assumed by the Division 
and the Association there will be adminis- 
trative or legislative action for the stricter 
supervision of banks and trust companies, 
and the legal enforcement of governmental 
laws or regulations for the protection of de- 
positors and clients. 


Threat of Divorce of Trust Departments 
From Banks 

Already action has been taken with respect 
to suggested legislation providing for the sep- 
aration of trust departments from commer- 
cial banks. This suggestion was and is a 
matter of grave concern not only to all trust 
men but to all banking executives whose 
banks maintain a trust department. While 
no such legislation was proposed in the Glass- 
Steagall Bill, still we are informed that there 
was a definite desire in the minds of some 
officials to set up a system of purely com- 
mercial banks, free not only from investment 
affiliates but also from trust departments, and 
that legislation separating trust departments 
from banks might be recommended to the 
next Congress. The greater part of the 
spring meeting of your executive committee 
was devoted to a discussion of this matter 
and the proper steps to be taken to prevent 
such dangerous and destructive legislation. 
The executive committee authorized appoint- 
ment of a trust committee on federal legis- 
lation to consider this and any other federal 
legislation affecting trust institutions. The 
Executive Council of the American Bankers 
Association went on record as opposing such 
separation and instructed its Federal Legis- 
lation Committee to cooperate with the Trust 
Committee with respect to such legislation. 

No one can doubt that banks and trust 
companies will have to confront further crit- 
ical and fundamentally unnecessary legisla- 
tion, the introduction of which will open the 
gates for a flood of criticism arising out of 
specific instances of failure to render proper 
trust service, without regard to the satisfac- 
tory and excellent service which is uniformly 
rendered by the great body of corporate trus- 
tees. It is essential that the specific causes 
of complaint from which this criticism arises 
should be remedied or removed. This is a 
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duty to be done by the particular institutions 
against which complaint or criticism is di- 
rected. 


Essentials in Restricting Trust Charters 

In the adoption of a code the Trust Divi- 
sion should cooperate with the Comptroller 
of the Currency, and with the Superinten- 
dents of Banks of the various states, for the 
regulation or restriction of the issuance of 
trust charters. Unfortunately, in small com- 
munities where there is not sufficient busi- 
ness to sustain a trust department some 
banks have established trust departments 
whose potential earnings could not pay for 
the proper personnel, sufficient equipment or 
satisfactory administration. 

It is impossible to get accurate information 
as to trust departments of state banks but 
the last report of the Comptroller of Cur- 
rency shows that about one-third of the na- 
tional banks operate trust departments and 
that only those in banks with a capital of 
over $500,000 are now paying. This does not 
necessarily mean that the others will not 
pay, for they may have potential business 
that will bring future profits, for the trust 
departments of national banks have had a 
comparatively small period of existence as 
compared to the trust departments of state 
banks. However, for the national banks hav- 
ing less than $200,000 capital the statistics 
show small hope of paying expenses, let 
alone making a profit. The following figures 
from the Comptroller’s report demonstrate 
this. The average annual earnings of trust 
departments of national banks with a capital 
of $25,000 were $188 per bank: with capital 
from $25,000 to $50,000 were $596 per bank ; 
with capital from $50,000 to $100,000 were 
$1,100 per bank (not enough to pay a good 
stenographer) ; and with capital from $100,- 
000 to $200,000 were $2,153 per bank. 

These are average figures and it is quite 
possible that in some cases the earnings were 
above the average, especially where the pres- 
ident and directors were trust minded and 
gave the trust department proper supervision 
and support. Also, small earnings are not 
always a true indication of the business 
transacted in the trust department. Only 
too often the trust department is required 
to render free service for the bank, its cus- 
tomers and correspondents. Most trust de- 
partments would show better earnings if 
freed from free service and given proper rec- 
ognition for the incidental business that 
comes from the department. 


Corporate Trusteeship as a Public Service 
A trust department must not be judged 
from the standpoint of its earnings but rath- 
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er from the quality of the service it renders 
and the satisfaction of beneficiaries that re- 
sults from the taithful and efficient perform- 
ance of its fiduciary functions. Even with- 
out earnings there is merit in a bank main- 
taining a satisfactory trust department if it 
can afford to do so. It means the functioning 
of a service for which there is an increasing 
demand, the closer association with the bank 
through fiduciary relations of customers 
whom it is desirable to retain, and bringing 
to the bank new customers attracted by the 
efficiency and faithfulness of the trust de- 
partment. There are these and other inci- 
dental benefits that make it reasonable for 
smaller banks to maintain trust departments 
if these departments only pay expenses from 
the fees received from the trust business, 
for no bank can make any money out of its 
trust department except from the compen- 
sation paid for services rendered. 

It is obvious from the figures mentioned 
that many banks are maintaining trust de- 
partments that do not and cannot pay, and 
must do so only for the purpose of providing 
a desired service, creating closer contacts 
with its customers and attracting new busi- 
ness. It is equally obvious that a trust com- 
pany as a separate and distinct legal entity 
with no banking affiliation, or even with 
some bank affiliation, could not exist on the 
meager earnings of trust departments of 
banks of less than $500,000 capital. 

I think that the officials authorized to 
grant trust charters should, before granting 
such charters, first determine if trust service 
consistent with the best prevailing standards 
can be rendered through proper personnel 
and equipment and executive supervision, 
and if the bank is willing to assume the cost 
of such service irrespective of the earnings 
from the trust department, This may seem 
to some visionary at this time and to others 
as the assumption of an unnecessary or un- 
desirable function. However, I believe that 
through correspondence and considerable co- 
operation it can be obtained. In any event, 
our position could be further improved if 
the principles of trust service and the proper 
requirements for a trust department were 
called to the attention of the federal and 
state officials. 


Accomplishments of Trust Committees 
Despite unusual pressure the committees 
of the Division have been busy carrying on 


their work in behalf of the trust business. 
The committee on costs and charges has in 
preparation further studies in connection 
with its Guide to Trust Fees which probably 
will be available in February. The commit- 
tee on cooperation with the Bar is continuing 
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its excellent work in that field. As an in- 
dication of the improvement in the relations 
of trust companies and attorneys may I quote 
from a statement in Trust CoMPANIES Maga- 
zine of June, by John G. Jackson, chairman 
of the Committee on Unauthorized Practice 
of the Law, of the American Bar Association, 
in which he said that the day of recrimina- 
tion and litigation between attorneys and 
trust institutions is definitely passing. While 
much has been accomplished with respect 
to the American Bar Association by reason 
of the cordial relations established between 
Robertson Griswold as chairman of the 
Trust Division Committee on Relations with 
the Bar, and Mr. Jackson, there still re- 
main local difficulties which must receive 
attention. During the year satisfactory 
working agreements have been effected in 
various localities between the trust com- 
panies and the Bar, particularly in Boston. 
These agreements will serve as a basis for 
the establishment of more harmonious re- 
lations in other communities. 

Especial commendation must be accorded 
the Committee on Trust Education, appointed 
to cooperate with a similar committee of the 
American Institute of Banking in the prepa- 
ration of a text book for trust education. 
The Committee before publishing the text is 
trying it out in practice before the Phila- 
delphia chapter of the American Institute 
of Banking. The first volume has been put 
to this test and been satisfactorily received, 
and the material for the second volume now 
in preparation will be put to the same test 
this fall. When completed, these tests will 
serve not only the purpose of educating fu- 
ture trust officers and employees, but also of 
furnishing the general personnel of the bank 
an understandable guide which will give 
them a clear picture of trust service. 


o, o, 2 
—~ “ ~ 


NEW STATE SECRETARIES BOARD OF 
CONTROL 

The new officers and Board of Control of 
the State Secretaries Section, A. B. A. se- 
lected at the recent Chicago convention, are 
as follows: J. W. Brislawn, secretary of the 
Washington Bankers Association at Seattle, 
president; George A. Starring, executive 
manager South Dakota Bankers Association 
at Huron, first vice-president; and David M. — 
Auch, secretary of the Ohio Bankers Asso- 
ciation, Columbus, second vice-president. The 
3oard of Control consists of the new ap- 
pointments mentioned above, together with 
Paul P. Brown, secretary of the North Caro- 
lina Bankers Association, Raleigh, and An- 
drew Miller, secretary of the California 
Bankers Association, San Francisco. 
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THIRTY-EIGHTH ANNUAL MEETING 
OF THE 


Crust Division 


AMERICAN BANKERS ASSOCIATION 


CHICAGO, SEPTEMBER 4, 1933 


Officers elected for the ensuing year: 

President: H. O. Edmonds, vice-president, 
The Northern Trust Company, Chicago, IIl. 

Vice-president: Leon M. Little, vice-presi- 
dent, New England Trust Company, Boston. 

Chairman Executive Committee: Lewis E. 
Pierson, chairman of the board, Irving Trust 
Company, New York. 

New members of the Executive Committee: 

Robertson Griswold, vice-president, Citizens 
Trust Company, Baltimore. 

C. Summer James, executive vice-president 
Citizens National Trust & Savings Bank, Los 
Angeles. 

Leslie G. McDouall, associate trust officer, 
Fidelity-Union Trust Company, Newark, N. J. 

Gwilym A. Price, vice-president, Peoples- 
Pittsburgh Trust Company, Pittsburgh. 

A. Holt Roudebush, vice-president, Missis- 
sippi Valley Trust Company, St. Louis. 


LTHOUGH the annual meeting of the 
Trust Division is necessarily confined 
chiefly to the conduct of official busi- 
reports and the installation of ex- 
ecutives to guide the progress of fiduciary 
activities during the association year, the 
prominence of certain far-reaching problems, 
novel in the history of corporate trusteeship, 
directed keen interest toward the discussions. 
R. M. Sims, in his address as retiring presi- 
dent of the Division, called for unanimous 
support in drafting a code to regulate the 
conduct of corporate fiduciaries, and Francis 
H. Sisson, retiring president of the American 
Bankers Association, urged the spirited co- 
operation of all trust men to prevail against 
the threat of disruption of the trust business 
through segregation from the commercial 
banking business. 


ness, 


Summary of Proceedings of Trust 
Division Meeting 
Unusual interest and a large attendance of 
trust officials and commercial banking ex- 


ecutives marked the reception of the annual 
reports delivered by President R. M. Sims in 
the course of which he spoke of the highly 
commendable action taken early in the year 
in adopting a Statement of Principles govern-, 
ing the conduct of trust business and ren- 
dered tribute to the work of the Division and 
its various committees. Reference was also 


made to the work of the newly-created trust 
committee on Federal Legislation, appointed 
to consider pending federal legislation affect- 
ing trust activities and especially that re- 


LEON M. LITTLE 


Vice-president, New England Trust Company, Boston 
who has been elected Vice-president of the Trust Division 
B. A. 





308 


garding the threatened separation of trust 
from commercial banking. The substance of 
Mr. Sim’s address is published elsewhere in 
this issue of Trust CoMPANIEs. Attention was 
‘alled to the need of cooperating with state 
and federal authorities to secure proper re- 
strictions on the issuance of trust charters, 
and official figures were presented to support 
the contention that such charters should be 
issued only where adequate demand and fa- 
cilities will be available to maintain the 
trust department on a high plane of public 
service. 

Mr. Sims then called upon Francis H. Sis- 
son as president of the Association to address 
the meeting. Mr. Sisson, in urging the mem- 
bers of the Trust Division to join with others 
of the Association to maintain the integrity 
of banking as now organized, and of the fidu- 
ciary business as an essential part of the 
banking business, said, in part: 

“The record that the trust departments of 
the banks and trust companies have made 
during this period of depression is one of 
which we can all be thoroughly proud, and 
I cannot understand how there can be any 
legitimate agitation for a change in the 
method of operation which has produced such 
splendid results, not only for the banks and 


LEwWIs E. PIERSON 


Chairman of the Board, Irving Trust Company, New 
York, who has been elected Chairman of the Executive 
Committee of the Trust Division, A. B. A. 
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the trust companies but also for clients 
who have entrusted sacred interests to them. 
My final appeal to you is to present a united 
front and let the legislative and political 
world know that we are rightfully proud of 
what we have done, that we hope to main- 
tain our solidity and that the integrity of 
action and organization, which has meant so 
much in the past in the fiduciary service of 
the country, will be maintained at all odds. 

There is nothing, it seems to me, to war- 
rant the segregation of activities from any 
point of view, but with the coming of the 
new deal and with the new theories of so- 
cial responsibility and of highly differenti- 
ated action in the various fields of finance. 
we have seriously to face this problem and 
must be prepared for sincere and cordial and 
perhaps even violent cooperation to protect 
the interests that have been entrusted to us; 
hoping that with such united front we can 
prevail in the interests not of the banks 
and the trust companies themselves but of 
America as a whole which is dependent upon 
its fiduciary institutions for financial secur- 
ity and the protection of such a large part 
of its invested capital. The interests en- 
trusted to us are so much greater than our 
own interests that we may well call upon 
them to cooperate with us in what we hope 
will be a sincere and effective effort to pre- 
serve the integrity of banking as now organ- 
ized.” 

The report of the nominating committee, 
announcing the nominations for officers and 
members of the executive committee, was 
then presented by Gilbert T. Stephenson as 
chairman. 


Effects of the National Holiday on 
Trust Departments 

In presenting the statement of the Comp- 
troller of the Currency, on “Trust Depart- 
ments and the Bank Holiday,” published in 
this issue of Trust COMPANIES, which was 
read by Gwilym A. Price, vice-president of 
the Peoples-Pittsburgh Trust Company of 
Pittsburgh, the chairman, Mr. Sims, said: 

“The trust business experienced many 
things during the past year but nothing per- 
haps more unique than the bank holiday. The 
fact that several hundred trust departments 
were operated by national banks that were 
reopened under conservators after the holi- 
day resulted in a situation entirely new in 
the trust business. In order that we might 
understand how the trust business was looked 
upon by the Treasury during and after the 
bank holiday and what effect that incident 
in our economic history may have upon the 
trust business we asked the Comptroller of 
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the Currency, James F. T. O’Connor, to give 
the Trust Division a statement of the policies 
and accomplishments of his office in connec- 
tion with the operation of trust departments 
in banks under conservators.” 

Discussing the problems arising under the 
various types of securities legal for trust 
funds, Philip A. Benson, president of the 
Dime Savings Bank of Brooklyn, N. Y. then 
delivered an address on “The Legal List 
Under Present Day Conditions,” the sub- 
stance of which is published elsewhere in 
this issue of TrRUsT CoMPANIES. Mr. Benson, 
in view of his activities in the revision and 
modernization of the statutes governing legal 
investments for sayings banks and trust com- 
panies in New York, is well qualified to draw 
interesting conclusions. 

Election of Officers and Committeemen 

Proceeding with the election of officers. 
Chairman Stephenson presented the nominees 
for officers and members of the executive 
committee who were duly elected. In ac- 
cepting the badge of office as president-elect, 
Mr. Edmonds stated: 

“T have no program or outline of opera- 
tions to present to you. It would be hazard- 
ous to try to do such a thing, but as far as 
I am able I hope to devote myself to the 


CALIFORNIA 


following purposes—first, to build well on the 
foundations that have been laid by my prede- 
and their associates, and to foster 
everywhere the principles and practice of 
good, sound trusteeship; second, to help every 
member of the Trust Division, so far as may 
be in my power, to serve adequately and suc- 
cessfully his trusts, especially those for the 
young, the feeble, the inexperienced who most 
need that protection; third, to cooperate with 
all governmental agencies and with the Bar 
in the interest of the public in whose sery- 
ice we are.” 

Leon M. Little, vice-president of the New 
England Trust Company of Boston, was next 
inducted into the office of vice-president of 
the Trust Division and responded briefly. 
The meeting then adjourned. 


CcesSSOrs 


The Florida National Bank & Trust Com- 
pany of Miami has announced the election of 
N. Addison Baker and George A. Chatfield 
as assistant cashiers. Other officers of this 
institution, which is affiliated with the Flo- 
rida National Bank of Jacksonville, are Al- 
fred I. duPont, chairman; B. S. Weathers, 
president; L. A. Ursina, vice-president and 
eashier: John F. Lanigan, vice-president and 
trust officer. 
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FRANCIS H, SISSON 


The death of Francis H. Sisson, vice-presi- 
dent of the Guaranty Trust Company of New 
York, on September 17th, is a loss that must 
be shared throughout the fraternity of trust 


and the public 

wide circle of personal 
friends over the entire country. Mr. Sis- 
son’s contribution was particularly in the 
development of public relations in their wid- 
est sense and in this field he was one of the 
earliest and ablest leaders. He was the only 
man ever to be elected as president of the 
American Bankers Association who had not 
devoted most of his career to active banking, 
but the prominence which he had achieved 
in the field of financial publicity made him a 
most thoroughly qualified occupant of that 
office and he filled it with distinction and 
ability as all who were drawn in contact with 
him will bear witness. 

Born at Galesburg, Ill., on June 14, 1871, 
Mr. attended Knox College, which 
he later served as trustee and which con- 
ferred the honorary degree of LL.D. upon 
him in 1921. He took post graduate work 
at Harvard University and then became edi- 
tor and publisher of daily newspapers in the 


companies, banks press as 


well as through a 


Sisson 


Midwest, including the Galesburg Mail and 
the Peoria Transcript. After writing upon 
financial and economic subjects for McClure’s 
Magazine, in 1904 he entered the advertising 
field as advertising manager for the Ameri- 
can Real Estate Company. In 1912 he be- 
came vice-president and general manager of 
the H. KE. Lesan Advertising Agency in New 
York, and during the war was in charge of 
public relations as assistant chairman of the 
advisory committee of the Association of 
Railway Executives. 

His appointment without previous bank- 
ing experience as vice-president of the Guar- 
anty Trust Company in 1917 was regarded at 
the time as reflecting unusual confidence in 
his ability on the part of the executives of 
the company. This confidence was fully jus- 
tified by the skill with which Mr. Sisson 
directed the publicity, advertising and pub- 
lic relations work of the company. 

The election of Mr. Sisson as president of 
the American Bankers Association in 1932 
came as the climax of a long period of active 
usefulness to the Association. He organized 
and was for five years the chairman of the 
Public Relations Commission of the Associa- 
tion which publishes the American Bankers 
He was a former president of the 
Association’s Trust Division, and in that ea- 
pacity appeared before the meeting of the 
Division in Chicago a few weeks ago to de- 
liver a vigorous warning against the possi- 
bility of segregation of the trust business 
from the commercial banks. 

Mr. Sisson was a director of the Advertis- 
ing Federation of America and a member of 
a number of important organizations, includ- 
ing the American Economic Association and 
the Academy of Political Science. He was 
formerly president of the national fraternity 
of Beta Theta Pi of which he became a 
member at Knox College. He was also a 
member of Phi Beta Kappa. In recognition 
of his services during the war, the King 
of the Belgians made him a Chevalier of 
the Order of the Crown. Mr. Sisson’s in- 
terest in public affairs led him to serve the 
Chamber of Commerce of the State of New 
York as chairman of the Committee on Fi- 
nance and Currency, and as a member of 
its executive committee. 

He is survived by his widow, the former 
Miss Grace Lass of Galesburg, to whom he 
was married in 1897, and by a sister, Mrs. 
Mary Sisson McCandless of Chicago. 


Journal, 





FIFTY-NINTH ANNUAL CONVENTION 
OF THE 


American Bankers Association 


HELD AT CHICAGO, SEPTEMBER 4TH TO 7TH, 1933 


Officers elected for ensuing year: 

President: Francis Marion Law, president, 
First National Bank of Houston, Texas. 

First Vice-president: Rudolph S. Hecht, 
chairman Hibernia National Bank, New Or- 
leans, La. 

Second Vice-president: Robert V. Fleming, 
president Riggs National Bank, Washington, 
Dp: €. 

Treasurer: Hal Y. Lemon, vice-president, 
National Bank of Detroit, Detroit, Mich. 

1934 Convention City, Washington, D. C. 


HE forces of changing economic cir- 

cumstances and restrictive legislation 

provided a setting for one of the most 
dramatic meetings which the American Bank- 
ers Association has seen in its fifty-nine 
The bankers at Chicago were con- 
fronted with conditions to which they must 
accord themselves although 


years. 


some of these 
run counter to the accumulated experience 
of many years and to the most fundamental 
conceptions of conservative banking. Even 
the hope of modification was denied toe them 
by the high officials of the Administration 
who addressed the convention, and the mes- 
sages from VPresident Roosevelt which they 
brought. 

The general feeling among the bankers at 
Chicago was one of carefully reasoned oppo- 
sition to features of the legislation which 
was imposed upon them practically withous 
consultation as to its ultimate effects on the 
banking They also opposed the 
propaganda emanating from official sources 
that they were impeding the recovery pro- 
gram by willfully restricting credit. 


business. 


Opening Session of the Convention 

The first important event of the general 
session of the convention on Tuesday, Sep- 
tember 5th, was the able address of the late 
Francis H. the retiring president. 
which is published fully elsewhere in Trust 
CoMPANIES. In it he explained just what the 
part of the bankers had been throughout the 


Sisson, 


depression as contrasted with the tremendous 
number of things that the American public 
and Congress knew that just “ain’t so.” He 
said that the need of repealing the Banking 
Act of 1933 by amendment and the prepara- 
tion of a program to present reforms that 
will really reform, is the greatest task con- 
fronting organized banking at present. 

The outstanding feature of the first ses- 
sion of the convention was the tone of dic- 
tation assumed by Mr. Jones, chairman of 
the Reconstruction Finance Corporation, in 
his address on “Preferred Stock for Banks.” 
Hie admitted that a bank’s first duty was to 
its depositors and that the inclination of 
bankers to liquidate slow local loans was fos- 
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President, First National Bank of Houston, Texas, who 
has been elected President of the American Bankers 
Association 
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tered, if not forced, by the pressure of gov- 
ernmental supervision, both state and na- 
tional. But he stated in his premise that if 
the banks did not provide credit to accom- 
modate agriculture, commerce and industry, 
based on a going country, the government 
would have to do so, and in the event that 
a policy of liquidity and liquidation is pur- 
sued, the banks would find themselves with 
the note of only one borrower, the United 
States Government, whose note would then 
be no better than the local notes and invest- 
ments which it replaced. 

As the best insurance against the workings 
of the deposit guarantee provisions of the 
Banking Act and to provide a base for in- 
creased commercial lending, he urged that 
all banks in the country increase their capi- 
tal, selling the unsubscribed portions of the 
preferred stock to the Finance Corporation. 
He asked the American Bankers Association 
to recommend this to its members without 
qualification. “Be smart for once’—‘“if we 
want the government to do our banking what 
is to become of our high-priced banking tal- 
ent?’ The message delivered by Mr. Jones 
was supplemented by a letter to the conven- 
tion from President Roosevelt in which he 
expressed his confidence that they would re- 
alize promptly the changes in general condi- 
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tions now taking place and said that he was 
relying upon the bankers of the country to 
cooperate in furthering the free flow of credit 
so essential to business enterprises. 

Governor Black’s address which followed 
that of Mr. Jones was much less harsh al- 
though it held out little hope than any of 
the restrictive provisions of legislation would 
be modified. He stated that all the powers 
conferred upon the Reserve Board by the 
banking laws would be exercised. He felt 
that if the deposit guarantee provisions are 
administered ably and honestly as he deemed 
they would be, they should be a menace to 
no bank and a protective measure to all. The 
minimum losses from the admission of 
solvent banks will be a small price to pay for 
a sound unified banking system. This era 
began with the President’s radio address to 
the nation on March 12th and the finding of 
a banking solution for the banking crisis of 
the moratorium. Its key is the putting of 
money to work again through the restora- 
tion of confidence, the unlocking of money 
in closed banks (by liquidation or reopen- 
ing), and the efforts of the Recovery Admin- 
istration to increase prices and turnover. 
The policy of the Reserve bank is in line 
with these forces. The Board is trying to 
force money to seek investment, and to keep 
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step with every legitimate demand for credit 
within the recovery program; a credit ex- 
pansion demanded by an expanding business. 


The Second Session of the Convention 

The second session was devoted entirely to 
the bankers’ own conclusions but consider- 
able curiosity awaited the report of the Reso- 
lutions Committee to see how much weight 
had been given to Mr. Jones’ demand for an 
endorsement of a nationwide policy of in- 
creasing capital by sale of preferred stock to 
the Reconstruction Finance Corporation, par- 
ticularly as it became known that Mr. Jones 
had attended the meeting of the Resolutions 
Committee. 

The first speaker was Dr. Harold Stonier, 
National Kducational Director of the Ameri- 
‘an Institute of Banking, the theme of whose 
address was that the American banking sys- 
tem itself needs no defense. He stated that 
the economic ideals and objectives of the 
people have been three in number. First, 
America was considered a land of opportu- 
nity where anyone could engage in any busi- 
ness he fancied. The second was speed; the 
financial system had to accommodate speed 
of development. The third economic trait 





of the American people is, according to Dr. 
Stonier, their propensity for gambling or the 
assumption of an uneconomic risk as op- 
posed to speculation which is the assump- 
tion of sound economic risks and required in 
any dynamic economic society. These char- 
acteristics affect the people’s judgment as 
to what good banking is and this judgment 
therefore differs in times of booms and de- 
pressions. 

The address of George V. McLaughlin, 
president of the Brooklyn Trust Company, 
on the need for revision of the Glass-Steagall 
Act and a sane legislative program for bank- 
ing, included a very ably reasoned attack 
upon the deposit insurance features of the 
new Act. He said that “as soon as the 
public realizes that it does not mean that 
the government guarantees deposits but mere- 
ly that the banks insure each other, its value 
as a builder of confidence will be seriously 
impaired if not destroyed.” The plan is most 
grossly unfair to the larger banks and also 
from a geographical standpoint. Mr. Mc- 
Laughlin quoted figures from Iowa and Ne- 
braska which showed that during the life of 
the guarantee provisions in the latter state 
“the expansion of bank credit there was one 
and one-third as great.” “The original Glass 
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bill was designed to prevent in future the 
excessive expansion of bank credit which was 
one of the principal causes of our recent 
troubles. Yet the deposit insurance features 
work in exactly the opposite direction and 
tend to defeat the remainder of the Act.” 

The start of a legislative program should 
remove the possibility of a competition in 
laxity between the two sets of supervisory 
authorities. The banking system should not 
be permitted to become a football for specu- 
lators or for politicians, “in the past it has 
been kicked all over the field by both teams.” 
With regard to the cry that banks are hin- 
dering business recovery by refusing to ex- 
tend credit, Mr. McLaughlin said that during 
the first eight months of this year his insti- 
tution had only declined 19 per cent of all 
loans requested. He stated that the demand 
of Jesse Jones “that every bank should sell 
preferred stock to the Reconstruction Finance 
Corporation was sheer nonsense.” “The R. 
F. C. is not a liberal lender and if it wants 
to do something for the banks which have 
borrowed let it release the excess collateral 
it has taken and reduce the interest charged 
on loans.” 

The report of the Association’s Economie 
Policy Commission headed by Colonel Ayres, 
vice-president of the Cleveland Trust Com- 
pany, recommended that the Association urge 
the National Administration to postpone de- 
posit insurance. The report added that “un- 
fortunately evidence has already begun to 
accumulate indicating that some provisions 
of recently enacted legislation are deflation- 
ary rather than helpful in effect. The new 
laws ... in separating investment banking 
activities from commercial banking ... have 
greatly reduced the effectiveness of a major 
part of the nation’s credit machinery 
complicated by the passage of drastic legis- 
lation regulating the issuing of new securi- 
ties. For the first time in our economic his- 
tory we have had an important advance in 
business without an increase in the flotation 
of new securities or expansion of bank 
credit.” The Commission viewed “with ap- 
prehension the propaganda now featured in 
the press which brings pressure upon bank- 
ers to adopt ultra liberal loaning policies in 
support of the recovery campaign.” The ob- 
jectives of this “campaign justify all the 
support that banks can rightfully give,’ but 
“just so long as that support involves only 
good banking and does not jeopardize the 
funds of depositors.” 

Following the acceptance of the report of 
the nominating committee which was pre- 
sented by the chairman, Colonel W. G. 
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Edens, the delegates heard the report of the 
committee on resolutions. This report de- 
scribed the past year as the most eventful 
in the long history of the American Bank- 
ers Association. It then stated: “It has 
already become evident that the new Banking 
Act of 1933 does not provide a satisfactory 
and adequate legal basis for American bank- 
ing and the Reserve System. It is also 
clearly true that this nation cannot indefinite- 
ly continue to carry on its business affairs 
with a monetary system in so unsettled a 
state as it is in at present. The American 
Bankers Association is of opinion that the 
vastly important problems of money and 
banking and central banking, that are press- 
ing for solution and settlement, should be 
considered together and in relation to one 
another, and not separately and piecemeal.” 

The committee then recommended that 
they should be the subject of a searching and 
careful report by a federal commission to 
draft suggested legislation and pending its 
outcome, that Congress should refrain from 
experimental amendments to banking legis- 
lation and manipulation of money system. 
The committee recommended as its consid- 
ered judgment that means should be found 
to postpone action in putting into effect the 


proposed measures for deposit insurance, and 
that the dangers involved in an attempt to 
initiate at the beginning of 1934 these provi- 
sions of the Banking Act of 1933 are genuine 
and serious. The report pledged the support 
of the American Bankers Association and 
their cooperation in the recovery campaign 
now under way, pointing out “that the bank- 
ing support that is in the long run most 
effective and helpful is that which conforms 
to the principles of sound banking and which 
by so doing safeguards the institution and 
the funds of its depositors.” 

With regard to the preferred stock offered 
by Mr. Jones the report was as follows: “We 
commend to the thorough and thoughtful con- 
sideration of all bankers the opportunities 
to expand and strengthen the capital struc- 
tures of their institutions that are being 
made available through the offer of the Re- 
construction Finance Corporation to pur- 
chase freely the preferred stock or capital 
notes of banks.” 


Third Session of the Convention 


The important events of the third day 
aside from the installation of the newly 
elected officers at the close of the session, 
were the address of the Comptroller of the 
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Currency, J. F. T. O'Connor, upon the deposit 
guarantee system, and the report of the 
Bankers N. R. A. Code Committee. 

Mr. O’Connor announced the appointment 
of Walter J. Cummings, at present executive 
assistant to the Secretary of the Treasury 
and E. G. Bennett of Ogden, Utah as his co- 
directors on the board of the Federal Deposit 
Insurance Corporation. He stated as his 
“sincere belief that the future of <Ameri- 
can banking rests in large measure upon 
proper and courageous management and the 
adoption of sound policies in the adminis- 
tration of the insurance provision of the 
Glass-Steagall Act. 

“The principle of guaranteed deposits was 
established in 1910 when President Taft se- 
cured the passage of the postal savings bill.” 
The growth of these deposits over the past 
few years is too significant to comment upon, 
but “when the insurance feature of the Glass- 
Steagall Act becomes operative, most of this 
huge sum should find its way back into 
banks. In fact Congress would be justified 
in repealing the Postal Savings Law en- 
tirely.” 

Mr. O’Connor outlined the arrangements 
which have been already made to prepare 
for the functioning of the Deposit Insurance 
Corporation and then characterized as_ vi- 


cious and untruthful propaganda the report 
that the small banks were to be “ironed out.” 
He went on to an examination of “the higher 
grounds which possibly justify the existence 
of the law” upon the statute books, includ 
ing therein, the possibility of less re- 
stricted credit accommodation through 
panic stricken insistence on liquidity as op- 
posed to solvency, and the elimination of in- 
terest on demand deposits. Emphasis is to 
be placed upon solvency as a requirement 
for admission to the benefits of the insurance 
corporation. 

The Comptroller also mentioned situations 
in the law which would require legislative 
clarification and stated that the facts showed 
that the anticipated rush to establish 
branches feared by some bankers had not ma- 
terialized. In conclusion he stated that poli- 
tics in no wise entered his department. 

The next business before the convention 
was the report of the bankers National Re- 
covery Act Code Committee, fully described 
elsewhere in this issue of TRUST COMPANIES. 


less 


Sir Thomas White, former Dominion Min- 
ister of Finance, has been elected a_ vice- 
president of the National Trust Company at 
Toronto, Canada. He has been a member of 
the board for some vears. 
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SO THIS IS BANKING 

Three professional men in Washington 
were arguing about the importance of their 
duties in the general cosmic scheme of things. 
One was a surgeon, another an engineer and 
the third a banker. 

Said the surgeon: “Wasn’t Eve made from 
one of Adam’s ribs?’ Meaning that in the 
very beginning of things the surgeon was of 
chief importance. 

“Aw, gwan,” said the engineer. “Before 
the Adam and Eve episode, there was crea- 
tion—that was engineering.” 

The banker sat back and smiled pityingly. 

“You forget, my friends,’ he declared 
when his grin had worn itself out, “‘that be- 
fore God created the world, there was chaos, 
THAT was banking!” 

Walter S. Bucklin, president of the Na- 
tional Shawmut Bank at Boston, Mass., and 
Thomas H. West, Jr., president of the Rhode 
Island Hospital Trust Company at Provi- 
dence, R. I., have been appointed members 
of a special committee of the American Bank- 
ers Association, from the first district, to co- 
operate on drafting revisions of the Banking 
Act of 1933. 
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AGNES M. KENNY 


Manager of the Women’s Department of the First Wis- 
consin National Bank of Milwaukee, who presided at 
recent convention of the Association of Bank Women 
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EFFECTS OF THE BANKING ACTS DISCUSSED AT NATIONAL 
BANK DIVISION MEETING 


Officers elected for the ensuing year: 
President: Irving W. Cook, president, First 
National Bank, New Bedford, Massachusetts. 
Vice-president: C. J. Lord, president, Capi- 
tal National Bank. Olympia, Washington. 
Discussions at the nineteenth annual meet- 
ing of the National Bank Division of the 
American Bankers’ Association centered 
largely upon the effects which the banking 
legislation passed during the current year 
would have upon sound banking practices. 
All of the speakers condemned the principle 
of the deposit insurance with which the 
banking system of the nation is now con- 
fronted. The meeting was presided over by 
the retiring president, J. R. Cain, Jr., vice- 
president of the Omaha National Bank of 
Omaha, Neb. He devoted his annual address 
largely to a brief statement of the various 
legislative enactments since the last conven- 
tion, to indication of the forces behind them 
and to their cumulative effect. He felt that 
the basic changes effected in the functions 
and purposes of the National Government 
need not be permanent and that the country 


is on the threshold of greatly enlarged busi- 
ness activity through which citizens will be 
able to reassert their individualism. 


Interest Rates on Time Deposits 

The first speaker on the program was 
O. Howard Wolfe, cashier of the Philadel- 
phia National Bank, whose subject was that 
of interest rates on time deposits. He said 
that the solution of a proper rate by enlight- 
ened bank management had been rendered 
difficult by the competition between federal 
and state chartered systems, too often com- 
peting to see which could do more in the 
way of improvident banking, and also by the 
free banking laws which permitted anyone 
to go into the banking business without pre- 
vious experience. As a result the less desir- 
able method of control by regulation im- 
posed by the bank authorities has become 
necessary. One sentence in the Banking Act 
of 1933 is significant of the banking prac- 
tices which have been rampant in competi- 
tion. It states that no interest shall be paid 
upon demand deposits “by any device what- 
soever.” The draftsman of that phrase knew 
his bankers. 

The regulations recently issued by the Fed- 
eral Reserve Board with respect to interest 
on time deposits do a limited number of 
things, fixing a maximum rate of 3 per cent 


for the whole country and providing that 
interest ceases upon the expiration of a 
notice of withdrawal, although ‘the deposit 
may remain indefinitely thereafter. Another 
regulation distinguishes between time and 
savings accounts although it doesn’t go as 
far as would be desirable. Whether any 
more regulations are ever issued, depends 
on the cooperation with which the bankers 
obey the spirit of the law, to prevent un- 
fair competition. 


Loaning and Investment Policies 

Marvin E. Holderness, vice-president of the 
First National Bank, St. Louis, Mo., in dis- 
cussing loaning and investment policies as 
they are affected by the Banking Act of 1933. 
from the point of view of city banks, said 
that he thought that the most important ef- 
fects would be in investment policy which 
will primarily be affected to whatever ex- 
tent the Comptroller of the Currency and the 
Federal Reserve Board see fit to issue im- 
portant limitations. Mr. Holderness felt that 
banks in general will give more favorable 
consideration to the holding of more sub- 
stantial amounts of the United States Gov- 
ernment securities, partly from patriotism 
and necessity but also for good business rea- 
sons, inasmuch as the short-terms and a rea- 
sonable amount of long-term governments for 
use as collateral will continue to be the 
strongest support of a city bank’s position. 
He said that the government as the largest 
borrower had been the only gainer from the 
easy money policy of the Reserve system 
which had facilitated the flotation of govern- 
ment bonds at the expense of decreased earn- 
ings in commercial banks. 

With regard to the bond or investment ae- 
count, Mr. Holderness said that both experi- 
ence and the Banking Act dictate a readjust- 
ment of method of handling. Due to the 
expansion of war time credit which remained 
outstanding in excess of commercial needs, 
an ever increasing portion of ordinary bank 
credit was diverted to the investment field 
in order to provide satisfactory earnings. The 
so-called liquidity of the investment ac- 
count proved a snare and a delusion although 
it should be remembered that all banking 
assets considered in total are not really liquid 
from the standpoint of the whole system 
but are merely shiftable from one place to 
another. Liquidity disappears the moment 
confidence in the system is lost. Mr. Holder- 
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ness felt that banks should continue to place 
a reasonable portion of funds in investment 
securities, but not too much in long-term 
investments, even if high grade, and the 
banker must qualify for this branch of his 
work by handling it efficiently and intelli- 
gently. He touched on various sections of 
the Act likely to affect loaning policy and 
also mentioned the interest and deposit in- 
surance provisions. 

Mr. Zimmerman, president of the First Na- 
tional Bank, Huntingdon, Pa., in his talk 
upon the adjustment of loaning and invest- 
ment policies to the Glass-Steagall Act for 
the country bank expressed the thought that 
the Act provides a great gain in stability. 

One of the major faults in American bank- 
ing had been the so-called promotional “go- 
getter” banking, which paid high rates to 
attract deposits and which directed its loan- 
ing and investment policies chiefly toward 
large profits and larger balance sheet totals. 
This kind of competition was and is demoral- 
izing as other banks yield in greater or less 
degree to the competitive methods being prac- 
ticed at their expense. This unfair competi- 
tion is removed by the restrictions placed 
upon the payment of interest. Loans may be 
made with more attention to liquidity than 
to yield by insisting on regular repayment 
and once this standard is adopted it should 
be a potent anchor to windward in times of 
stress. 

With regard to investing, Mr. Zimmerman 
has reluctantly concluded that investment 
counsel has become a necessary supplement 
to the decisions of the officers and directors 
of a country bank, to the end that the port- 
folio may receive trustworthy and informed 
supervision in place of dependence upon sug- 
gestions which were rarely if ever disinter- 
ested. 

A resolution was adopted by the Division 
condemning the insurance of deposits as a 
radical departure from customary American 
banking procedure and requesting the Ad- 
ministrative Committee of the American 
Bankers Association to consider the taking 
of such remedial steps as they deem proper. 


RAILROAD REJUVENATION 

The program of federal coordination of 
railroads has already had salutary effects in 
eliminating unnecessary duplication of both 
trackage and terminal facilities. Over 1,800 
miles of track, mostly spurs and short lines 
have been abandoned, and car pooling plans 
now in progress give promise of additional 
economies. While many railroads have been 
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enabled to show net operating income 
through reduction of outlay for maintenance, 
the consolidation of facilities will justify this 
in increasing measure. Reports from the 
Bureau of Railway Economics show net rail- 
way operating income of $216,740,345 for class 
I railroads during the first seven months of 
this year. This is at the rate of 1.64 per 
cent on their property investment and com- 
pares with $120,900,560 or .91 per cent for 
the corresponding period of 1932. 


UNRESTRICTED DEPOSITS MAY BE 
APPLIED AS A SETOFF 
National banks are authorized to use de- 
posits accepted in trust after the bank holi- 
day under the terms of the Emergency Bank- 
ing Act as an offset to previously contracted 
obligations due to them from depositors, ac- 
cording to a ruling of J. F. T. O’Connor, 
Comptroller of the Currency. Considerable 
publicity had been given to the action of 
conservators in so applying such deposits be- 
fore this ruling, one newspaper claiming that 
it was a violation of the trust on which these 
deposits were accepted in separate accounts 
subject to 100 per cent withdrawal. 
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NECESSITY OF STATE BANKING SYSTEMS STRESSED AT ANNUAL 
MEETING OF STATE BANK DIVISION, A. B. A. 


Officers elected for the ensuing year: 

President: Clyde Hendrix, president Ten- 
nessee Valley Bank, Decatur, Alabama. 

Vice-president: James C. Bolton, vice-pres- 
ident Rapides Bank & Trust Company, Alex- 
andria, Louisiana. 

A vigorous defense of the dual banking sys- 
tem in general and the unit banker in par- 
ticular against efforts to suppress’ both 
through the provisions of the Glass-Steagall 
Act, was the theme of the annual address of 
the retiring. president, L. A. Andrew, vice- 
president of the Citizens Savings Bank of Ot- 
tumwa, Iowa. The deposit guarantee pro- 
vision was attacked as an attempt to create 
universal integrity and financial ability by 
legislative fiat which reduces all bankers to 
one low common level in the public mind. In 
view of the fact that it will be late in Decem- 
ber before non-member state banks know 
whether or not they will be eligible for in- 
surance, the crisis of the fight to preserve the 
dual system is not far away. Mr. Andrews 
felt that the decision against the state bank- 
ing system was being forced under an unfair 
guise and that the existence of the State 
Bank Division and its members, nearly half 


the entire membership of the A. B. A., was 
threatened by the proponents of a type of 
foreign banking system which would concen- 
trate autocratic power in a bureaucracy in 
Washington and ultimately result in the ex- 
istence of only seven or eight banks with 
branches all over the country. He quoted 
figures to the effect that member banks hal 
shown no greater proportion of safety than 
had non-members and that the losses by the 
failure of branch banks greatly exceeded the 
losses in unit bank failures. After insistence 
that the State Banking Division remain un- 
alterably opposed to any unification pro- 
posals, he concluded with the thought that at 
least one-third of the banks of the country 
had no place in the Reserve System anyway 
and could be better cared for by their cor- 
respondents in reserve cities. 

The first scheduled speaker upon the pro- 
gram was the Hon. Alf M. Landon, Governor 
of Kansas, who was unable to attend. His 
paper, read to the Division by H. W. Koen- 
eke, Kansas Banking Commissioner, frankly 
predicted the failure of the Federal Deposit 
Insurance provisions of the Banking Act of 
1935, and stated that he favored the building 
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up of a strong state banking system outside 
the Reserve system. It was proposed that 
these should compete on a basis of sufficient 
public confidence in management, supervised 
by a competent banking board with the 
broadest possible powers so that state banks 
will not fail by dozens. Governor Landon 
stated that the policies determined by Wash- 
ington could not possibly take care of the le- 
gitimate credit needs of small farmers, since 
the Reserve board frowns on the local secur- 
ity type of accommodation which must be 
maintained if the development of rural areas 
is not to suffer. He stated that the people 
of the country were dissatisfied with the 
banking business as conducted by bankers 
and therefore the deposit guarantee provi- 
sions would not be quickly removed, vicious 
though they are. The first need of the Fed- 
eral Government should be to build up a sys- 
fem free from political or clique domination 
and that until this is done a unified national 
system of banking is financial suicide. 

The means of maintaining earning power 
in a bank even in times where high liquidity 
is demanded was the subject of the address 
of J. J. Driscoll, Jr., C. P. A., of Driscoll, 
Millett & Company, Philadelphia. He con- 
frasted the policies of investing for high 
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yield which invariably result from a_ prior 
determination of the costs of doing business, 
interest paid and services rendered to depos- 
itors, with a more desirable method of in- 
vesting with a definite assurance of safety 
and the subsequent development of what in- 
terest may be paid and what services must 
be charged for in order to secure a profit. In 
substance the latter cuts a bank’s operations 
to meet its investment policy rather than the 
reverse, and provides a more selective busi- 
ness with less risk. 

After an open discussion of the guarantee 
provisions in which they were both defended 
as insurance of deposits in keeping with the 
progressive spirit of the age and described 
as a siege of smallpox contrary to every prin- 
ciple of equity and “supported by bankers 
whose banks were in the hands of conserva- 
tors,’ resolutions were adopted pledging the 
cooperation of the division in the President’s 
plans for national recovery. Further, the 
resolutions urged a truce in the fight waged 
by those interested in the further concentra- 
tion of the banking business as a means of 
effectuation of the purposes of the National 
tecovery Act. They urged the postponement 
of deposit insurance until a survey of its ef- 
fects can be made and condemned it as un- 
sound in conception and unworkable in form. 
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IMPORTANCE OF PRESERVATION OF VALUE OF THE SAVINGS 
DOLLAR STRESSED AT SAVINGS DIVISION MEETINGS 


Officers for the ensuing year: 

President: Henry S. Kingman, treasurer, 
Farmers and Mechanics Savings Bank, Min- 
neapolis, Minn. 

Vice-president: Howard Moran, vice-presi- 
dent, American Security and Trust Company, 
Washington, D. C. 

The savings dollar and the importance of 
continuance of its economic value to the 
citizen were the dominant notes struck at 
the Savings Bank Division meeting. 

The fallacy of competition by the govern- 
ment with the savings banks was stressed by 
Gilbert A. Daane, vice-president of the Grand 
Rapids Savings Bank of Grand Rapids, Mich., 
in his address to the Savings Division as 
retiring president. He pointed out the un- 
fairness of the demand of the trustees of the 
Postal Savings System for an interest rate 
from depositary banks of not more than 2% 
per cent and not less than 24% per cent, the 
former of which returns a considerable net 
profit to the Post Office Department. Mr. 
Daane said: “Pressure was made on banks 
who, on a patriotic impulse, paid 24% per cent 
for money which they did not need and could 


not use profitably. It is high time that Postal 
Savings, which in the case of some states has 
drained one-tenth to one-half of the total 
time deposits, be restrained.” 

The significance of the Savings Bank Trust 
Company to the savings institutions of New 
York State was the theme of the address by 
Oliver W. Roosevelt, first vice-president of 
the Dry Dock Savings Institution of New 
York City. He outlined the growth of the 
plan for a central fund to provide liquidity 
for savings banks when confronted by an 
emergency, into the organization of the Sav- 
ings Bank Trust Company and the Institu- 
tional Securities Corporation, the latter 
known to the savings bankers as the Mort- 
gage Company. Mr. Roosevelt traced the 
progress of the mutual savings banks to their 
present eminence of holding 13,300,000 ac- 
counts and ten billions of dollars of savings, 
or a quarter of the bank balances of the 
country. 

The error of the belief expressed in gov- 
ernment circles that oversaving has been 
one of the important causes of the depres- 
sion was argued by Simon Newcomb Whit- 
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ney, of the Chase National Bank, in his ad- 
dress before the Division. As an offset to 
overinvestment and consequent falling prices 
and profits, Mr. Whitney suggested the in- 
troduction of the same flexibility into items 
of cost as already exist in wholesale prices, 
so that only a gentle price decline should re- 
sult from capital accumulation and technical 
progress. He advocated the encouragement 
of thrift as a precious function in society, to 
the end that when the investment of capital 
does actually result in the production of 
more goods, the producers will not combine 
to limit output but rather endeavor to sell 
all that they can produce at a price which 
the consumer will be able to pay. 

Orrin C. Lester, vice-president of the Bow- 
ery Savings Bank, urged the need of the 
savings banks to stimulate a new conception 
of the savings dollar and a reassurance of 
goodwill toward those institutions which 
through their soundness are entitled to pub- 
lic support. He stressed the importance of 
the personal factor in cultivating this public 
goodwill toward local institutions; the right 
of the savings depositor to receive complete 
reports from his savings bank; and the neces- 
sity for protection of the savings dollar 
against unfair administrative, legislative or 
tax charges. The savings dollar is an in- 
strument of public benefit in the march of 
economic and social prosperity of the future, 
designed to advance the welfare of the com- 
mon citizen. 

CASES ON TRUSTS AND ESTATES 

The importance of social conditions, pres- 
ent and past, in the formulation of law gov- 
erning trustees and executors, is recognized 
as a necessary preface to a study of estate 
law and administration by Richard R. Pow- 
ell, professor of law at Columbia University, 
in his two volumes on “Cases and Materials 
on Trusts and Estates.” In addition to the 
topics usually found in comprehensive texts 
on trust law are extracts and digests of 
practical articles and treatment of the sub- 
ject of estate planning. Volume 1 covers 
the scope and background of trust and estate 
growth, intent of creator, drafting of instru- 
ments and effects of tax statutes. In Volume 
2 are presented the social restrictions on 
future interests and purposes including ap- 
plication of income and inheritance taxes, 
and discussion of duties and liabilities, trans- 
ferability of res, claims, power of appoint- 
ment and extinguishment of trusts. Pub- 
lished by West Publishing Co. of St. Paul, 
these books comprise about 2,400 pages of 
material, well annotated, priced at $6 per vol- 
ume. 
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EIGHTEENTH. ANNUAL CONVENTION 
of the 


FINANCIAL ADVERTISERS ASSOCIATION 


PUBLIC RELATIONS 


Officers elected for ensuing year: 


President: Alva G. Maxwell, Citizen & 
Southern National Bank, Atlanta, Ga. 

First Vice-president: I. I. Sperling, Cleve- 
land Trust Company. 

Second Vice-president: J. Mills 
Northern Trust Company, Chicago. 

Third Vice-president: Robert W. Sparks, 
Bowery Savings Bank, New York. 

Treasurer: Fred W. Mathison, National Se- 
curity Bank, Chicago. 


Easton, 


HE dominant spirit in the addresses 

and discussions at the Eighteenth An- 

nual Convention of the Financial Ad- 
vertisers Association was the sincere desire 
on the part of representatives of the nation’s 
financial institutions to encourage taking the 
public frankly into their confidence to foster 
a realization of the mutual nature of banking 
problems. Admitting that few, even among 
the thousands engaged in banking and fi- 
nance, are conversant with the intricate 
workings of the entire machinery and that 
operations have been further complicated 
by volumes of unprecedented legislation en- 
acted during the past few months, neverthe- 
less the speakers sounded a note of courage 
based on a record which will stand the test 
of public scrutiny. The theme of the entire 
proceedings might be summarized with the 
admonition that bankers must educate the 
public consistently, honestly and aggressive- 
ly in all financial matters, and particularly 
in the knowledge that banks and trust com- 
panies are in reality engaged in a great pub- 
lie service in which the community, rather 
than the government, is the natural partner. 
The reward for such education will be the 
restoration of faith, confidence and economic 
security, but the cooperation of the public 
must be obtained to assure stability and a 
sound basis for reconstruction. 

Realizing that the mission of financial ad- 
vertisers as representatives of great institu- 
tions is to spread authentic information and 
to interpret banking and trust relations to 
the public in general, the Association wisely 


: 


selected the theme “Public Relations’ for 
consideration at this time. Those who carry 
on the work of publicity for banks and trust 
companies are performing functions of far 
greater consequence than mere advertising. 
Unlike commercial advertisers financial in- 
stitutions are charged with service to the 
citizens as a whole, and as such assume 
fiduciary obligations. The strategic position 
which these institutions occupy in national 
development have been strikingly proven in 
the crucible of the recent banking holiday 
and the banking and trust fraternity will do 
well to impress on the national psychology 
the conservative influences which have suc- 
cessfully guided their institutions through 
unprecedented economic trials. 


H. F. LYon 


Advertising Manager, Bankers Trust Company, New York, 
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At the opening of the general session of 
the convention, with H. A. Lyon, president 
of the Association and advertising manager 
of the Bankers Trust Company of New York, 
presiding, a letter from Governor Herbert 
H. Lehman was read, in which he sum- 
marized the importance of the work of the 
convention as follows: 

“In my present capacity and because of my 
former activity in the financial field, I have 
a peculiar appreciation of the need for a 
clearer understanding between bankers and 
the public. Banking, to a greater extent than 
other businesses, is a matter of faith—faith 
of the bankers in the public’s willingness 
and ability to fulfill its obligations, and 
faith of the public in the integrity and sta- 
bility of banking. Consistent, intelligent and 
unselfish explanation and education on the 
part of the bankers can do much to foster 
such faith and I hope that the deliberations 
of your convention will educe action toward 
this desirable end.” 

Significant passages in the address of wel- 
come by Louis E. Pearson, Chairman, Irving 
Trust Company, New York, referred to the 
fact that the average man is not well in- 
formed on the subject of banking. Mr. Pear- 
son said, in part: “The processes of banking 
are, to him, a closed book. The reasons why 
certain policies are established and certain 
practices observed, to protect depositors, to 
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return to stockholders their due, and to en- 
able the bank best to serve the needs of its 
community, are outside the scope of his in- 
formation. He feels that there is a great deal 
of mystery about banking. This is partly be- 
cause he has never taken time to inform him- 
self; partly because those who know have 
not seriously undertaken to inform him. If 
banks are to deserve and hold the good opin- 
ion of their communities, they must take the 
people into their confidence. There is no mys- 
tery about banking. Its transactions are as 
simple and direct as transactions in other 
lines of business. The public should be shown 
that this is the fact—not alone in times of 
stress when the need for understanding is 
most pressing, but all the time. For every 
day new depositors come to us; every year a 
new crop of young men enter business who 
know not the whys and wherefores of sound 
banking.” 

The president of the Association, Harry 
Lyon, in his response to the address of wel- 
come, emphasized the importance not only of 
educating the public to appreciate their in- 
terest in banking welfare, but also of co- 
operative effort on the part of all banking 
units at this time when public service is of 
paramount importance. “We have in this 
country an instinct for speculation,” said 
Mr. Lyon. “Settled by dissenters, populated 
by pioneers and seekers after fortunes, our 
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national progress has been a series of al- 
ternate surges and recessions. We have ad- 
vanced—adyanced perhaps more speedily 
than any other nation—but at immense cost. 
Every new development has resulted in the 
scrapping of former successful enterprises. 
Each cyele has been marked by a tremendous 
number of business and bank failures. The 
banks have been part and parcel of this 
history—our financial system has been as 
strong and as weak as our economic system. 
Bank management has been subjected to the 
same strain as business management. It is 
clearly impossible to have a banking system 
which is strong and safe during a depression 
and which is yet forced to lend itself to 
speculative movements during boom times. 
If we are to have a strong banking system, 
it must be shock-proof—sound at all times— 
and we shall have such a system only when 
and if the public is made to understand what 
such strength means to it. In short, our 
people must appreciate their own interest in 
a desirable system. Grave days lie ahead. 
We are not through with legislative changes, 
national or state; the map of finance is still 
undergoing major alterations; the public, 
While it has ceased to bite, is still growling 
‘nd suspicious. There is ample work to be 
lone, and ours is not the least in importance. 


It will take all of the intelligence and experi- 
ence and patience we can command. Success 
will not be an individual, so much as a com- 
munity, matter. May we be given the 
strength to do our share.” 

Edward Elliott, vice-president, Security- 
First National Bank of Los Angeles, in dis- 
cussing the subject “The Bankers Relations 
with Law Makers,” enlightened the conven- 
tion on a matter which has been too often 
neglected by banks, and pointed the way to 
friendly cooperation between state bankers 
associations and legislative bodies. In Cali- 
fornia the general principle has been to keep 
out of political lobbying. “We have not al- 
lied ourselves with any other interests,’ he 
said, “we have never entered into any com- 
binations or trades for votes and have never 
sought to elect members of the legislature 
committed to our viewpoint. All we have 
asked is that the members of the legislature 
should approach our propositions with an 
open mind, and if we could not convince them 
that our viewpoint was sound, then we would 
take the consequences. 

“Representatives of the California Bankers 
Association have sought to establish them- 
selves in the confidence of the members of the 
legislature through a course of fair dealing 
and perfect frankness. They have consistent- 
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ly maintained a position that over a period 
of time it was unwise for them to seek selfish 
legislation; that the welfare of the banks 
was dependent upon the success of their cus- 
tomers and the prosperity of business in gen- 
eral. We have been fortunate in having a 
continuity, both in policy and in personnel, 
at Sacramento. 

“Whatever may be the reason, there has 
not existed in California a spirit of antagon- 
ism and hostility to the banks, and we have 
not been subjected to the same sort of. at- 
tacks that have been experienced in some 
other states. It is true that in the sessions 
of 1931 and 1933 there were many members 
of the legislature impressed with the idea 
that the economic evils under which we were 
suffering were in some way connected with 
financial institutions, and some few even ex- 
pressed the view that the banks were respon- 
sible for the condition and sought legislation 
which they believed would help those who 
were suffering. Particularly, of course, their 
efforts were directed toward the relief of 
those who were indebted to the banks and 
unable to meet their obligations. The sound 
body of opinion in the legislature prevented 
the enactment of practically all unsound and 
radical legislation which was proposed. 

“Our experience in California leads us to 
believe that the bankers should and can es- 
tablish and maintain a friendly relationship 
with the members of the legislature; that as 
a result of a frank discussion of bills upon 
their merits, most objectionable legislation 
can be defeated and much constructive legis- 
lation can be enacted. The wider the con- 
tacts of bankers with members of the legis- 
lature, the more possible is the maintenance 
of cordial relations, particularly if the bank- 
ers throughout the state are kept informed 
with respect to the activities of their repre- 
sentatives and may be called upon from time 
to time to sit down with their local repre- 
sentatives and discuss with them the merits 


of particular bills. I believe that much of 
the unfortunate condition which exists in 
some states is due to the attitude of bank- 
ers themselves, who started out on the as- 
sumption that the members of the legislature 
were at best ignorant, and at the worst venal, 
and have consequently put themselves in an 
antagonistic mental attitude with the results 
that might be expected.” 

Admitting that the recent Security Act and 
the Banking Law establish many sound in- 
vestment principles, Col. Allan M. Pope, 
president, First of Boston Corporation, said 
that these Acts in attempting to accomplish 
a worthy result have in some fundamental 
instances prohibited or retarded re-establish- 
ment of sound investment banking principles. 
“The investment banker,” he said, “does and 
should welcome any constructive legislation. 

“It is natural that the first attempt should 
close the barn door after some of the horses 
are stolen, and to make certain that the re- 
maining horses will not be taken; the first 
steps of such legislation make the stable so 
airtight that the remaining horses’ suffo- 
cate. We have now to introduce some whole- 
some yentilation. We must face in this coun- 
try conditions peculiar to ourselves. We must 
recognize that the obligation of the invest- 
ment banker to the public is virtually the 
same everywhere, and we must apply these 
general principles in a sound manner to meet 
our own needs.” 

As to the law requiring the separation of 
security affiliates and banks, Col. Pope be- 
lieved that this procedure will ultimately 
eliminate a large part of the distributing 
power of securities of the United States Gov- 
ernment as well as “a larger part of the 
underwriting power of municipal securities. 
It will eliminate a large part of the research 
departments engaged in distributing credit 
information, because the bank affiliate, prop- 
erly organized, is able through cooperation 
with the parent bank to maintain larger re- 
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search departments than is practicable for 
the individual independent house. It will 
eliminate from the investment banking field 
a very large proportion of houses engaged 
in carrying diversified lists of securities from 
which dealers or the public may purchase 
and which is, in addition, the soundest means 
of stabilizing bond prices. The bank affiliate, 
properly organized and properly regulated, 
is far from being a danger to its parent in- 
stitution and has so definitely a place in the 
investment banking field in this country 
that its forced elimination is fraught with 
serious consequences.” 

At the publicity luncheon, William N. Neal, 
of the Wachovia Bank & Trust Company of 
Winston-Salem, N. C., presided. Louis W. 
Munro of Doremus & Company, and Ralph 
W. Robey, financial editor of the New York 
Evening Post discussed the importance of 
open-handed dealing with the press and the 
press-side of financial news. 

Trust Development Session 

The session of the Trust Development Divi- 
sion was presided over by A. Key Foster, 
assistant trust officer, Birmingham Trust & 
Savings Company, Birmingham, Ala., who 
opened the discussion with comments on the 
necessity of choosing as trust representatives, 
men primarily attuned to the obligations and 
confidential relationships of trusteeship and 
capable of service in the solution of personal 
estate problems. In emphasizing the impor- 
tance of proper training for trust solocitors, 
John W. Remington, trust officer of Lincoln- 
Alliance Bank & Trust Company, Rochester, 
New York, in his address on “Training Trust 
Solicitors,” advised that great importance 
should be attached to selection of young men 
adapted to the work and trained by experi- 
enced trust officials. Their main interest 
should be in the personal problems of the 
members of the community rather than in 
the scientific or technical phases of banking. 
“Once the right man‘ is selected,” said the 
speaker, “his success may depend to a great 
extent upon the training he has been given. 
First, he should be thoroughly versed in the 
principal parts of trust work. Of course, we 
can eliminate accounting but even a _ fa- 
miliarity with this may be helpful. Any man 
who hopes to succeed in selling trust serv- 
ices should be thoroughly familiar with the 
general laws of descent in his state and the 
customary provisions of wills and trust agree. 
ments. If this is a new field for the sales- 
man, it is my belief that an intensive course 
of several weeks under a capable instructor 
is essential. The reading of excellent treat- 
ises on wills, living trusts and life insurance 
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will help greatly but the value of discussion 
on such topics will be revealed when later 
the salesman must discuss the same with his 
prospect. The more objections known be- 
forehand, the more will be helped in success- 
fully meeting those objections. Similarly, 
knowledge of inheritance taxation affecting 
estates and life insurance, and of income 
taxes as they affect living trusts and cus- 


todian accounts may be the ground work on 
which the salesman later makes an important 
Today one of the things upon which a 


sale. 
salesman needs special knowledge and tute- 
lage is the problem of the holder of a sub- 
stantial block of stock in a close corporation 
and the problems of the partnership. The past 
four years have emphasized the hazards of 
this situation and the salesman must be 
trained to discuss business insurance trusts 
and other methods devised to the end that 
the estate of the decedent can realize upon 
otherwise frozen assets while the survivors 
can be left in a better and stronger position 
to carry on successfully. The salesman natu- 
rally must be interested in personal and 
human problems but a training course should 
emphasize the many problems of widows and 
minor children from the financial, social and 
educational angles. Similarly, the problems 
of men in business or now retired must be 
viewed in light of today’s events and the 
training must prepare the salesman to give 
sound advice when presenting his plan to a 
prospect for a living trust. We should seek 
to eliminate “I” trouble and emphasize “You” 
so that the prospect feels it is his problem 
which is of paramount importance.” 
Sheldon L. Stirling, assistant treasurer of 
the Union & New Haven Trust Company, 
New Haven, Conn., addressed the session on 
the subject, “Direct Mail as a Promoter of 
Trust Service,” calling attention to the fact 
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that banks in their advertising sell a neces- 
sary public service and profit most under 
favorable public opinion. Information by di- 
rect mail is important, but must be backed 
up by courtesy and consideration on the part 
of all bank employees in dealing with those 
who come to the bank in the regular course 
of business. Speaking of the sales appeal of 
direct mail, he drew this colorful illustration, 
“There is a type of salesman that can keep 
on calling, that wears away sales resistance, 
and that never becomes discouraged. That is 
the printed salesman; he is a very interest- 
ing type of fellow. We can depend upon 
him to follow instructions; he is very flexible 
and easily moulded. We can give him just 
the appearance we wish him to have when 
he faces our prospect, but he works best 
when he has a definite job to do.” 

The address of Samuel Witting, second 
vice-president, Continental Illinois National 
Bank & Trust Company, Chicago, on ‘Dis- 
pelling the Cloud of Uncertainty Regarding 
the Evaluation of New Trust Business,” 
which appears elsewhere in this issue of 
Trust CoMPpaANIES Magazine, strongly indi- 
eates the importance of the proper valuation 
of new trust business and is exceedingly 
practical in that it advises as to methods 


of using information obtained by analysis of 
new business efforts. 


Business Development and Investment 
Sections 

Unfortunately it is not possible in the lim- 
itation of space to treat fully many able 
addresses that were given before the business 
development, savings and investment sections 
of the convention. 

The first of these, by W. E. Brockman, 
assistant secretary of the Northwest Bancor- 
poration, dealt with the changes made neces- 
sary in new business development by the 
recent events and legislation. He said that 
large accounts will continue to be solicited 
upon the same basis as in the past. “The 
size of the bank, its location, its security and 
stability will be the determining factors to 
be considered by a corporation in placing 
its deposits.” When it comes to the solicita- 
tion of smaller accounts the problem will be 
different, as approximately 961%4 per cent of 
all bank depositors will have their deposits 
completely guaranteed. The small bank that 
has advertised safety will have to find anoth- 
er selling point, based upon service and per- 
sonal attention. The building of business 
will have to be through the personal effects 
of each employee of the institution. 

In the opinion of Fred H. Berger, treas- 
urer of the Norristown Penn Trust Company, 
the rehabilitation of the banks in public opin- 
ion is the most important problem facing 
them at the present time. The new bank act 
with its increased requirements of capital 
and the pressure exerted to force banks into 
the Reserve System, should reduce the influx 
of untrained men into responsible banking po- 
sitions and it is therefore possible to set about 
“raising the general standard of banking 
knowledge and ethics both within the banking 
personnel and with the depositor. President 
Roosevelt’s address of March 12th on the 
banking situation should provide the material 
and the form which efforts to educate the de- 
positor should take. The complement to this 
is the education of the entire personnel of 
the bank from the directors down, as to the 
strength and weakness of the services which 
the bank can offer and then proceed to the 
coordination of advertising and personal so- 
licitation in the presentation of these serv- 
ices.” 

Robert J. Izant, in speaking of the new 
business solicitor, said that “he must at all 
times represent himself as a banker only. 
That is a considerable undertaking, and he 
must never pose as a tax consultant or a law- 
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yer,” nor should he attempt “to advise any 
certain procedure in a manufacturing plant 
without having the facts submitted to ¢care- 
ful credit department analysis” as such an 
attitude “is prejudicial to the bank he serves 
in the long run.” Mr. Izant further cautions 
against a new business man placing undue 
emphasis upon the possibility of tax savings 
in creating a trust, as the true “trust rela- 
tionship is set up for the preservation of an 
estate.” The definition of a bank’s fiduciary 
relationship should be emphasized in every 
call made by a representative. 

The investment department, presided over 
by Amos R. Bancroft, advertising manager of 
the First Bank of Boston Corporation, was 
priviliged to hear an exceedingly able expo- 
sition of the economic and legal side of the 
Securities Act by Arthur H. Dean of the law 
firm of Sullivan and Cromwell, New York. 
Limitations of space unfortunately prevent 
its publication here in full. 

After explaining the involved and conflict- 
ing working of the measure and its effects 
upon the flow of new capital essential to re- 
covery, Mr. Dean said: “Amendments to the 
Act will undoubtedly have to be made. In 
my opinion industry and the investment 
bankers can do a most constructive thing by 
suggesting amendments which will really 
carry out the President’s message, viz., give 
the public the maximum measure of protec- 
tion without at the same time hampering hon- 
est industry. The good faith of bankers has 
been challenged and I believe you should 
meet it constructively. It will do no good to 
complain and criticize unless you are pre- 
pared to suggest definite amendments despite 
the fact that the public may fear you as 
Greeks bearing gifts. You must educate the 
public as to the true function of the banker 
and of capital. One of the reasons why your 
fall has been so hard is because the public 
regarded you as omniscient and some of you 
regarded yourselyes as omnipotent. You are 
neither but you can be a potent force for 
good.” 

At the annual dinner of the Trust Devel- 
opment Division, presided over by Walter 
von Tresckow, assistant vice-president of the 
Central Hanover Bank & Trust Co., New 
York, Samuel Witting, second vice-president 
of the Continental National Bank & Trust 
Company, addressed the company upon the 
subject of “Removing the Cloud of Uncertain- 
ty from the Value of Trust New Business Ac- 
tivity.” Mr. Witting’s speech appears else- 
where in this issue of TrRusT COMPANIES. 


Second General Session 
The second general session of the conven- 
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tion was presided over by Alva G. Maxwell, 
vice-president of the Citizens and Southern 
National Bank of Atlanta, Ga. It commenced 
with an address upon the subject of what the 
alert banker should expect of his public re- 
lations man by Bayard Pope, the chairman 
of the Advisory Committee of the Marine 
Midland Trust Company. In it he said that 
advertising must ‘be carefully adapted to the 
ends desired to be achieved. “The relation- 
ship of a good bank to a customer is not un- 
like that of a doctor to his patient, and the 
customer may rely upon his bank for his 
business and financial life.’ He will do so 
because the bank has seen to it that through 
personal contact and advertising, the cus- 
tomer knows the bank’s principles and is con- 
vinced of its dependability. “In back of every 
outstanding bank advertising campaign is a 
capable executive who has taken pains to 
find out what the public thinks and wants, 
and has them worked out a way to capitalize 
that public opinion.” “If the people lack 
confidence in banking today it is partly due 
to the fact that the public lacks any clear 
understanding of good and bad banking meth- 
ods and does not discriminate between bank- 
ing and pawnbrokerage.” It is the task of 
the public relations man “to rebuild the con- 
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fidence of the public and to secure their un- 
derstanding by the security, strength and in- 
teresting presentation of material.” 

The next speaker, Mr. Puelicher, president 
of the Marshall & Ilsley National Bank, in 
discussing the place of the bank employee in 
relation to the public, reviewed the crisis 
which produced our present difficulties and 
which has brought the banker face to fac2 
with the customer. “Times of great trial,” 
he said, “reveal individual character. Serv- 
ice stringencies in business discover men’s 
motives, their honesty, competence and abil- 
ity. They crumple men and_ institutions 
whose methods are adulterated, whose foun- 
dations are not secure, whose greed consid- 
ered self above honor and service. No pro- 
fession, no department of life is without its 
weaker elements. But had proper investiga- 
tion been made of those instances in bank- 
ing, had the exaggerated and startling head- 
lines of the public press been subdued to 
true proportions, had banking not been used 
target for political self-seeking, for 
vote-getting purposes, had unfounded rumors 
not been spread, the people’s confidence in 
banks would not have been so shaken and 
far less serious would have been financial 
Fewer banks would have been com- 
pelled to close their doors.” 

In stressing the necessity of informative 
advertising on the part of financial institu- 
tions to acquaint the public with their obli- 
gations the speaker said: “Never before 
would the same amount of effort and expen- 
diture yield the bank such rich returns in 
the field of improved public relations. The 
public does not know and has a right to 
know what are simple, sound banking prin- 
ciples. It has a right to know how these 
operate. It has a right to know how these 
were carried out in the disastrous years just 
past. It must act upon such knowledge, as 
that money left on deposit to be of use to 
the community must be loaned to the enter- 
prises of the community; that the credit of 
over 41 billions in the banks of the United 
States, as represented by deposits, cannot 
be translated into currency in a moment, 
when normally there is but 5% billions of 
currency in the country.” 

The problems in developing the depositor 
into a customer was the theme of the address 
of I. I. Sperling, assistant vice-president of 
the Cleveland Trust Company at the Public 
Relations Departmental session in the af- 
ternoon. He was followed by W. E. Brock- 
man, who discussed the American banking 
system in the light of American economics 
with particular reference to the problems of 
branch banking. In view of the instances in 
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which misinformation has been unintention- 
ally spread by a bank’s employees, the speech 
of W. H. Neal, the manager of the public 
relations department of the Wachovia Bank 
& Trust Company, Winston-Salem, N. C., was 
both instructive and timely. A. R. Gruen- 
wald, advertising manager of the Marshall 
and Ilsley Bank, Milwaukee, addressed the 


department upon the place of publicity and 
advertising in the picture. 


Mr. Sperling presided over the third gener- 
al session. The first speaker, Mr. Henry 
Bruere, president of the Bowery Savings 
Bank of New York, delivered an address on 
the subject of the business men coming into 
banking and finding therein the need of con- 
tinuing education. This education must be 
directed to enlightening the depositor about 
the processes of banking and of the banker 
that the field of his activity must be inte- 
grated, one institution to another. Particu- 
larly is this community of policy necessary 
if an over-loaning and over-building condition, 
such as has characterized New York City real 
estate, is to be prevented. The borrower, in- 
dividual or governmental, should be edu- 
cated to regard the loan as a trust of the 
depositors’ money which must not only be re- 
paid but which must be used in a way that 
will be for the common good. 

Mr. Bruere believes that the new order is 
not merely an emotional and_ sentimental 
arousement but a challenge to all, impinging 
more heavily upon finance which is the warp 
of the whole economic fabric; and for those 
who speak for finance in attempting to build 
up public relations, there is renewed responsi- 
bility to be intelligent. The threats of the 
removal of control of finance and financial 
provision from private hands arise from the 
fact that private hands do not equip them- 
selves to be guided by a sufficiently broad 
conception of public need. Advertising has 
to ‘become an educational process, employing 
the arts of factual and persuasive presenta- 
tion to explain to the public the complicated 
facts of the business which are not so com- 
plicated when they are broken down. The 
advertising counsellor has to become a doctor 
of business philosophy. 

Guy Emerson, vice-president of the Bankers 
Trust Company, whose speech on the “Public 
Responsibility for a Sound Banking System” 
followed that of Mr. Bruere, likewise stressed 
the need of educating both of the customer 
and the banker. With reference to the part 
the existing banking system has played in 
building up the country, Mr. Emerson said 
that the people have insisted that the banks 
should loan liberally at all times and until 
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the temper of the people who are both de- 
positor and borrower, permits sound banking 
we shall not have sound banking. The rem- 
edy lies in popular education and courageous 
leadership on the park of banks and govern- 
ment. “After all, the loans now causing 
trouble were not made in a venial and vici- 
ous manner. They were made because of the 
local enthusiasm of patriotic, enthusiastic 
spirits, trying to develop a great continent 
and the net results have been extraordinarily 
fine.” Mr. Emerson said that the problem 
of branch banking, while offering many eco- 
nomic advantages, is also a social problem, 
and it is needful to distinguish between the 
fundamental economic soundness of the idea 
and the pace with which it is to be accom- 
plished. It is a question of evolution after 
the facts are submitted. 

The mutual responsibility of customers and 
banks was the theme of the speech of Mr. 
T. R. Preston, president of the Hamilton Na- 
tional Bank of Chattanooga. ‘The public 
owns, patronizes and controls banks; deposits 
by them are regarded as sacred funds and 
rightly so, but when the public borrows do 
they so regard these funds? The morale of 
borrowers is at the lowest ebb it has ever 
been in this country. If borrowers met their 
obligations in the same manner they expect 
the banks to meet theirs, bank failures would 
be almost impossible. One reason why debt- 
ors default in their obligations is political. 
We have all witnessed one department of the 
Government in Washington asking banks to 
be more liberal in their credit policies, and 
at the same time another department criti- 
cizing banks because they have been liberal. 
Frequently men in public life warn creditors 
not to ask people to pay, to be lenient and 
considerate, which is often interpreted to 
mean that they can ignore their obligations 
and still be in good standing. This attitude 
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has a tendency to harm the very people it is 
intended to benefit, as the lenders of funds in 
the future will be more cautious than they 
have ever been, and men whose credit stand- 
ing has been impaired will find it difficult to 
obtain funds. The most valuable asset a man 
has in business is his credit.” 

Mr. Preston then discussed factors which 
have contributed to the low esteem in which 
the financial institutions are now regarded. 
It was not until the bank holiday that many 
people realized for the first time how abso- 
lutely essential banking is to American life. 
The prime cause for the financial troubles 
is that too many banks were chartered. 
People are trained for nearly all professions 
except banking. Yet in this country men 
without any banking experience are expected 
to manage large financial institutions and 
boards of directors likewise untrained, are 
expected to guide a bank’s affairs. In all the 
banking laws passed in this country no at- 
tention whatever has been given to the re-, 
quirement of a trained management. 

The annual banquet which closed the pro- 
ceedings of the convention, was presided over 
by Mr. H. A. Lyon and Mr. Aylesworth, presi- 
dent of the National Broadcasting Company, 
spoke on interpreting the banking business. 


President M. S. Eccles of First Security 
Corporation issues a consolidated statement 
for this system of banks which operates in 
Utah, Idaho and Wyoming. Total resources, 
as of June 30, 1933, were $46,121,360; depos- 
its, $38,334,822; capital, $2,936,000; surplus, 
$1,315,830; profits and reserves, $2,267,378 ; 
loans and discounts, $15,566,015; investment 
bonds and_ securities, $2,337,806; United 
States bonds securing circulation, $1,250,000. 
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THE RECORD OF FIFTY YEARS IN SAN DIEGO BANKING 


Fortunate indeed is the bank which today 
can further cement the public’s good will and 
confidence by celebrating a major anniver- 
sary. Such is the significant position of the 
First National Trust & Savings Bank of San 
Diego, California, which on August 27th cele- 
brated the completion of fifty years of cor- 
porate existence. 

In the year 1883 San Diego commenced to 
feel the possibilities of commercial develop- 
ment in the modern sense. Up to that time 
the city’s history had been a romantic, ex- 
citing one, with historic episodes following 
each other in rapid succession. First, the 
days of the Spanish Conquistadors and their 
feverish search for gold. Then had followed 
the trail blazing Mission Fathers and the 
peace of the Mission period. Settlers came 
to these missions and around them grew vast 
ranches, with great herds of cattle. The 
curing and shipping of hides became an im- 
portant industry. In the meantime, sover- 
eignty changed from Spain to Mexico. Fol- 
lowing the Mexican war and the discovery 
of gold in northern California, San Diego 
flourished again with a great whaling in- 


dustry. 
The modern city, as planned by “Father” 


Horton, began to take form after his arrival 
in 1867, and by 1883 the city had progressed 
to a point where a group of enterprising men 
thought there was an opening for a national 
bank. This opportunity was apparent to oth- 
ers, for it was only after an exciting race 
for the first national charter in San Diego, 
that the present “First National’ received 
its authorization to open and the right to 
do a business under that name. 

The bank was capitalized for $250,000 of 
which 10 per cent was paid up. The first 
statement called in October, 1883, showed the 
paid-in capital increased to $50,000, deposits 
of $30,622.94 and total assets of $80,622.94. 
A great boom began in 1885 and by Decem- 
ber, 1887, the capital had been increased to 
$300,000 and deposits were $2,148,000. Six 
months later the reaction set in. Although 
deposits dropped to around $400,000, by 1893 
the storm had been weathered successfully 
and the future of the bank was assured. 

On the eve of the panic in 1907, F. J. Bel- 
cher, Jr., the present head of the bank, was 
elected cashier. In that trying year local 
confidence was maintained and although 
Clearing House Scrip was prepared, it did 
not have to be issued. From 1907 to 1917 
the First National Bank enjoyed a steady 
growth. 


FRANK J. BELCHER, JR. 
President, The First National Trust and Savings Bank 
of San Diego, Ca!. 

In 1917, John D. Spreckels became heavily 
interested in the bank and as its principal 
stockholder served as chairman of the board 
of directors until his death. 

In 1920, F. J. Belcher, Jr., was elevated 
to the presidency of the bank to succeed his 
father-in-law, D. F. Garrettson, and at the 
death of Mr. Spreckels, Mr. Belcher also be- 
came chairman of the board. The close as- 
sociation existing between the Spreckels 
Companies and the bank resulted in the elec- 
tion of Mr. Belcher to the presidency of the 
Spreckels Companies as well. 

The trust department of the bank was or- 
ganized in 1923 by Lane D. Webber. Mr. 
Webber’s background of the law and banking 
made his selection a happy one. The trust 
department is now the second largest depart- 
ment of the bank, with four trust officers and 
a force of fourteen. 

In 1927, the First National 
quarters for the third time. The building 
was completely remodeled, the lobby en- 
larged, and more floor space in its building 
devoted to banking. The June 30th state- 
ment this year shows deposits of 211% million 
dollars and resources of almost 25 million 
dollars. The bank has four branches at con- 
venient locations throughout the city. 


enlarged its 
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[LEGAL DECISIONS OF SPECIAL INTEREST TO OFFICERS OF TRUST COMPANIES WILL BE REVIEWED 


AND DISCUSSED IN THIS DEPARTMENT. 


CAREFUL ATTENTION 


WILL BE GIVEN TO QUERIES OF A 


LEGAL NATURE ARISING OUT OF THE CONDUCT OF THE VARIOUS DEPARTMENTS OF TRUST COM- 


PANIES. SUBSCRIBERS ARE INVITED TO 


AVAIL THEMSELVES OF THESE FACILITIES WHICH 


ARE 


OFFERED FREE OF CHARGE AND INCLUDING REQUESTS FOR COMPLETE COPIES OF COURT DECISIONS. | 


TRUST ESTATES AND STOCK ASSESSMENTS 

(Trustees liable only to extent of 
funds held for the same beneficiaries and 
upon the same terms.) 

A recent decision of the United States Cir- 
cuit Court of Appeals, Eighth Circuit, in the 
Matter of Jones vs. Cronkleton, is instruc- 
tive as to the liabilities of trust estates where 
stockholders of banks have been assessed for 
double liability. "The testator bequeathed 100 
shares of the stock of the First National 


sank in trust to pay the income therefrom 
to a life beneficiary with remainder over to 


others in various portions. It seems that the 
assets of the estate had been distributed and 
the administrator had been discharged long 
before the assessment by the Comptroller of 
the Currency. An attempt was made to charge 
all of the trust funds in the hands of the 
trustees under the will without regard to any 
particular trust and to collect the assessment. 
Various other trusts had been created by the 
will. 

The court decided that the _ trustees 
were liable only to the extent of all funds 
and properties held by them for the same 
beneficiary and upon the same terms, even 
though such funds and properties resulted 
from the provisions of different paragraphs 
of the will. But where a separate trust had 
been set up for other beneficiaries such trusts 
are not subject to liability for the assess- 
ments. The court observed that to subject 
the assets of a trust provided for in one 
paragraph of the will to the assessment 
levied on bank stock bequeathed in another 
paragraph for the benefit of different per- 
sons would be to hold the property of one 
trust for the debt of an entirely separate 
trust. 


ESTATE TAXES AND TRUSTS 
(Board of Tax Appeals Decision on 

Revocable Trusts.) 

In the Estate of Igleheart vs. Commis- 
sioner, the Board of Tax Appeals has ren- 
dered an important decision on the question 
of taxes to be levied on irrevocable trusts. 
The decedent created an irrevocable trust in 
June, 1926 for the benefit of his wife during 
her life with remainder over to others. He 
died December 24, 1927. Shortly before cre- 
ation of the trust the decedent became pos- 
sessed of a large amount of capital as a 
result of redemption of corporate stock owned 
by him. He was then 74 years of age and as 
a result of a stroke suffered some 11 years 
before he had been more or less incapacitated 
the evidence showed that he and his brothers 
thought that they should be prepared for any 
eventuality by getting “their estates fixed 
up.” 

In August, 1927, the decedent purchased a 
$100,000 endowment policy on the life of his 
wife and during the year 1927, over $25,000 
had been paid by the decedent on account of 
income taxes for the year 1926, which had 
been assessed against the trust. This pay- 
ment was made in order to keep the capital 
of the trust intact. At about the same time 
the decedent purchased a home in Florida 
for $40,000 and title was taken in the name 
of his wife. The Board of Tax Appeals de- 
cided that the irrevocable trust was created 
in contemplation of death and therefore tax- 
able and that the purchase of the $100,000 
endowment policy was likewise made in con- 
templation of death and that the cash sur- 
render value thereof should be included in 
the gross estate. The inclusion of $25,000 
paid as income taxes was not a part of the 
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estate for the reason that if it had been paid 
out of the corpus of the trust, the trust would 
have been depleted to that extent. The pur- 
chase of the house in Florida was not a 
transfer in contemplation of death, because 
as part payment for the house, he sold the 
home at Newburg which belonged to his 
wife. 

The case is also authority for the follow- 
ing propositions. Where life insurance poli- 
cies on a decedent’s life are procured by his 
employer, the decedent signing the applica- 
tion, and thereafter in consideration of the 
payment by decedent to his employer of the 
cash surrender value, all right, title and in- 
terest of the employer is assigned to decedent 
and he names new beneficiaries other than 
his estate and pays the premiums, the poli- 
cies are in effect taken out by the decedent 
and to the extent of the excess of $40,000 
must be included in the gross estate. The es- 
tate tax being a transfer tax and not a tax 
on property, Federal Farm bonds must be 
included in the gross estate for federal tax 
purposes, notwithstanding the fact that such 
bonds and the income derived therefrom are 
exempt from federal and state taxation. 


JUDGMENT DENIED IN MORTGAGE CASE 

At the recent special session of the New 
York Legislature, a law was passed to as- 
sist in protecting mortgagors against inequi- 
table foreclosure suits. Among other things 
the law gives the Supreme Court discretion 
in the matter of rendering a deficiency judg- 
ment against property in foreclosure proceed- 
ings. One of the first cases under the new 
law is a foreclosure proceeding involving a 
$10,000 mortgage. The property was mort- 
gaged by Morales in 1923, and the estate of 
Hertz foreclosed. The estate was the only 
bidder in the sale and the bid was only 
$1,000. The court decided that no deficiency 
judgment could be entered until the natural 
value of the property had been ascertained. 
The decision was without prejudice to a fur- 
ther application to enter a deficiency judg- 
ment upon personal service of the notice of 
such application and upon proof of actual 
value of the property on the date of sale. 
The court stated that it was inconceivable 
that property subject to a first mortgage on 
which there was due over $10,000 is now 
worth only the sum of $1,000. 
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BEQUEST OE A SPECIFIC NUMBER OF SHARES 
OF STOCK WHICH ARE LATER SPLIT UP 


(Bequest of a _ specific number of 
shares of stock carries with it the in- 
creased number of shares resulting from 
a split up.) 

Ida Garabrant was the owner of 42 shares 
of the common stock of Public Service Cor- 
poration of New Jersey. By her will exe- 
cuted in 1927 she bequeathed these 42 shares 
to legatees giving a definite number to each 
legatee. She died in 1929. Although the cor- 
poration, in 1926, had increased its capitali- 
zation by authorizing the issue of three 
shares of new stock for each share of old 
stock, and had sent notices to stockholders, 
Miss Garabrant either did not receive the 
notice or did not act thereunder and turn in 
the 42 old shares. A lower court decided 
that the legatees were entitled only to the 
2 shares, but the Court of Errors and Ap- 
peals in Garabrant vs. Callaway reversed the 
lower court for the reason that the intention 
of the testatrix was to give to the various 
legatees the old stock at its full value. The 
new shares were not a stock dividend. They 
were in effect, the old stock cut into three 
parts, each part being worth intrinsically 
one-third of an old share. Therefore the lega- 
tees were entitled to the entire issue of new 
stock in the same proportion as their rights 
in the old stock. 


EXPENSES OF FORECLOSURE BY TRUSTEE 

(Costs and expenses constitute a prop- 
er charge against the corpus of the trust 
estate.) 

Where an estate consists chiefly of mort- 
gages on real estate and a trustee finds it 
necessary to foreclose in order to protect the 
principal, he may advance the costs and ex- 
penses of the foreclosure proceeding and the 
same may be charged against the trust estate. 
The reasonable cost and expense of foreclo- 
sure should be met, in the first instance, out 
of principal and not out of income. If, on 
such foreclosure, the trustee purchases the 
mortgaged property and realizes a profit on a 
resale thereof, such profit belongs to the re- 
maindermen and not to the life tenant. If, 
on such resale, there is a loss, the loss should 
be apportioned between the life tenant and 
the remaindermen. The expense of carrying 
the property after foreclosure, if the prop- 
erty is unproductive, should, in the first 
instance, be paid out of the principal of the 
trust estate. The recent case of Equitable 
Trust Company vs. Swoboda, decided by the 
New Jersey Court of Chancery, is authority 
for the above propositions. 
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INHERITANCE TAXES ON RECOVERY FOR DEATH 
OF DECEDENT 


(Tennessee decision against taxation 
of moneys paid estate for wrongful death 
of decedent.) 

A recent decision by the Supreme Court 
of Tennessee in the case of Commerce Union 
Bank, Administrator, vs. Commissioner of Fi- 
nance and Taxation is of interest to all trust 
companies. 

Charles Vaughn, unmarried, died intestate 
in 1930, as a result of personal injuries 
wrongfully inflicted by another. His only 
next of kin was a half-sister. The admin- 
istrator of his estate, by compromise, re- 
covered $4,000, which by law inured to the 
half-sister as next of kin. 

The administrator brought suit to enjoin 
the Commissioner of Finance and Taxation 
from charging the proceeds of the collection 
for wrongful death with the collateral Inher- 
itance Tax imposed by Chapter 29 of the 
Laws of 1929. That law provides for trans- 
fer taxes upon (1) real property in the state, 
(2) tangible personal property within the 
state, (3) all intangible personal property, 
(4) proceeds of insurance policies except as 
otherwise provided. Such transfer shall be 
taxable if made by will, by statutes of de- 
scent and distribution, and by conveyances 


COMPANIES 


or assignments made in 
death. 

The state maintained that the right of ac- 
tion for the death of decedent was trans- 
ferred by the laws governing descent and 
distribution and the tax should therefore be 
collected. The court overruled this conten- 
tion and in a carefully considered opinion 
decided no Inheritance Tax was due on mon- 
eys recovered. 


contemplation of 


DISPOSITION OF EXCESS INCOME 
(General rule as to disposition of ex- 

cess income in a trust estate set forth.) 

The Supreme Court of Connecticut in New 
Haven Bank executors, vs. Hubinger, recently 
had the following facts before it. Hubinger 
died in 1929 and by his will gave the residue 
of his estate to the bank as trustee to pay 
an annuity to his son, daughter, brother and 
two sisters during their respective lives. By 
March, 1932, there had accumulated an ex- 
cess of that required to pay 
all charges on the estate and the annuities 
specified. In directing the trustee as to the 
disposal of accumulated income, the court 
said: “Where the will discloses an intent that 
there shall be no accumulation of excess in- 
come or such an accumulation would be con- 
trary to the scheme of the testator, or where 
the will discloses no intent either way, the 
excess income should be distributed to those 
entitled to it as it accrues. The terms of the 
will under consideration indicate that the 
possibility of there being such an excess was 
entirely overlooked. Where there is an ex- 
cess of income above that required for speci- 
fied uses, the right to receive that excess as 
it accrues will pass under a general residuary 
clause, if it is adequate to carry it and this 
disposition would not be contrary to the 
intent of the testator expressed in the will. 
The fact that the right to receive the excess 
income will vest in the same persons, to 
whom definite portions of the income are 
given, will not prevent the application of this 
principle unless this would be contrary to the 
intent of the testator. But if a gift of the 
residue is contingent, so that there is no 
one with a definite right under the will to 
take the excess income as it accrues, that 
right will be intestate estate. The gift in 
remainder of the trust fund at the termina- 
tion of the trust is expressed to be of the 
‘principal’ or of the ‘principal and capital.’ 
These expressions can hardly be deemed ade- 
quate to pass the right to receive. The will 
directs the trustee to pay the annuities in 
monthly installments.” 


income above 
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available in all fiduciary matters. 
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THE OPENING OF THE SECURITY NATIONAL BANK 


The opening of the Security National Bank 
of Greensboro, which took place on August 
28, 1933, marks the considerable progress 
made toward the restoration of normal bank- 
ing facilities in the area formerly served by 
the North Carolina Bank and Trust Com- 
pany. The new bank has capital funds of 
$750,000, of which $300,000 is in preferred 
stock subscribed by the Reconstruction Fi- 
nance Corporation. The new Bank purchased 
liquid assets of the old North Carolina Bank 
& Trust Company in the amount of $750,000, 
but there is no further obligation to acquire 
any other assets of the North Carolina Bank. 
The statement of condition of the Security 
National Bank as of the close of the first 
day’s business showed cash and exchanges of 
$1,309,000, to pay total deposits of $1,308,000. 
The statement is very clearly presented and 
shows total assets of $2,058,000, none of 
which are pledged, Among these assets are 
listed organization expenses of $9,000, which 
are to be amortized. Deposits have increased 
very rapidly and on September 9th stood at 
a total of $3,100,318 against which the bank 
held cash and exchanges of $2,396,171 and in- 
vestments of $1,196,062. Loans and dis- 
counts are $239,660. 

The Federal Reserve Board has granted 
the application of the ‘Security National Bank 
for permission to exercise trust powers, but it 
will not succeed directly to the old trusts of 
the North Carolina Bank & Trust Company. 
It is proposed that the new bank qualify in 
various trust capacities and take over such 
trust accounts as are profitable and accept- 
able as the North Carolina Bank & Trust Com- 
pany makes settlement and resigns as trus- 
tee. The management feels that the larger 
part of this trust business will be avail- 
able to the new bank and that it should have 
a trust department which will be more than 
self-supporting from the beginning. 


The board of directors of the bank voted 
at their first meeting to prohibit the bank 
from making loans to its officers, directors 
and employees. They also resolved that the 
bank should not pledge any of its assets to - 
secure any special deposits or depositors. 
This resolution has the effect of preventing 
the bank from accepting any deposits which 
must be secured under North Carolina State 
law. Such assets become preferred claims 
and in the opinion of the board as stated by 
the president, N. S. Calhoun, the principle 
is wrong and the bank proposes to cater to 
the general depositor. 

The name of the Security National Bank 
was determined upon shortly before the bank 
opened. It had been previously planned to 
call it the Guaranty Bank and later when 
a national charter was found necessary, the 
Guaranty National Bank. N. 8S. Calhoun is 
president of the institution and Dr. John 
Berry, H. C. Rorison and R. C. de-Rosset are 
vice-presidents. The trust officer of the bank 
is C. M. Vanstory, Jr. and Robert Strange 
and Robert P. Cherry are assistant trust of- 
ficers. 

Branches are maintained in the four cities 
of Greensboro, Raleigh, Wilmington and Tar- 
boro. 


A payment of a 12 per cent dividend to 


the 45,000 creditors of the North Carolina 
Bank & Trust Company was authorized by 
the court on ‘September 1st, and the affairs 
of the old bank were turned over to a liqui- 
dating board with I. B. Granger as agent 
and conservator. The audit report filed by 
the banking commissioner showed that $3,- 
000,000 of the bank’s assets had been liqui- 
dated and that net income amounted to 
$62,500 for the period of the conservator- 
ship, May 20th to August 20th. 
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NEW NATIONAL BANK OPENS IN 
INDIANAPOLIS 

The opening of the American National 
Bank at Indianapolis, Ind., has released over 
eight million dollars into business channels 
Hd or 50 per cent of the deposits of the old 
remmore 888 Fletcher American National Bank, to whose 
business it succeeded on August 24th. The 
old bank was one of the largest in the state 
and served as depositary for more than 200 
correspondent banks. The new institution is 
CAncillary Service capitalized at $2,800,000, of which $1,800,000 
is in 5 per cent preferred stock subscribed 

° Okl h by the Reconstruction Finance Corporation. 
111 a oma Surplus account is $400,000 and undivided 
profits $414,134. Since opening, deposits have 


: : shown a satisfactory growth and on August 
onscientious ] ~ . Ae . 
Conscient capable 26th stood at $10,911,471 against which cash 


service on trust matters and due from banks amounted to: $7,875,171, 
involving Oklahoma government bonds to $528,870, and loans and 
estates. discounts, $4,462,240, 

James 8S. Rogan, formerly a vice-president 
of the Bank of America in California and 
later assistant conservator of the Union 


FIRST NATIONAL BANK Trust Company of Cleveland, has been 


elected president of the American National 


AND TRUST COMPANY Bank. Elmer W. Stout, president of the 





39 Years of Constructive Banking 


TULSA. OKLA old bank, has become chairman of the board. 


Other directors are: J. I. Holeomb, William 
J. Mooney, Sr., G. Barret Moxley, John 
H. Rau, Charles B. Sommers, Thomas D. 
Taggart, J. H. Trimble, Frank H. Sparks 
and Scott C. Wadley. 

The trust business formerly conducted by 
the Fletcher American National Bank will 
be continued by the American National Bank 
which has applied to the Federal Reserve 
Board for permission to exercise trust pow- 
ers. 

Assets of the Fletcher American National 
Bank amounting to $11,740,000 have been 
turned over for liquidation to three trustees, 
Frank C. Bopp, formerly conservator of the 
old bank, Lucius S. French and Otto J. 
Feucht. These assets are first to be applied 
to a loan of $1,200,000 owing to the Recon- 
struction Finance Corporation on which the 
rate of interest has been reduced from six 
to four and one-half per cent. After that is 
paid off they will be applied on the remain- 
ing 50 per cent of frozen deposits. 








James A. Thompson, vice-president in the 
executive office at San Francisco of the Bank 
of America, N. T. & S. A., has retired after 
45 years of banking service. He started with 
the Oakland Bank, which is now the Oakland 
branch of Bank of America, and was trans- 
ferred to the San Francisco office two years 


ago. 


JAMES S. ROGAN 


President, American National Bank at Indianapolis, 
Indiana 
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New York 


Special Correspondence 
THE SITUATION REGARDING MUNICIPAL 
FINANCES 

During the past few months the financial 
troubles of the city have engrossed the at- 
tention both of banks and of city officials. 
Early in September the Clearing House 
bank, which were carrying more than $2009,- 
000,000 of short term city obligations, and 
had extended maturity until December on 
assurance that no new money would be re- 
quired until that time, were approached with 
a fresh demand for $84,500,000, less obliga- 
tions in city pension and sinking funds, a 
net aggregate of $72,000,000. In refusing to 
extend more credit, the fact was cited that 
none of the pledges in June respecting econo- 
mies or new tax revenue had been kept. The 
situation is further complicated by the im- 
minence of elections. 

As a result of an elaborate report prepared 
by Samuel Untermyer as “special financial 
advisor” to negotiate with the bankers in 
behalf of the city and to find a way out of 
the financial morass, the Board of Estimate 
and the Board of Aldermen approved various 
new revenue-raising measures designed to 
bring in approximately $40,000,000. Another 
committee, appointed to recommend econo- 
mies, suggested savings in administration 
through abolition of jobs and salary reduc- 
tions to an amount of $19,000,000. So far 
only a few of the economy recommendations 
have been adopted, the tendency of the city 
authorities being rather to develop new rev- 
enue. No default has yet occurred on any 
New York City obligations, and prospects 
of saving the city’s credit are not improv- 
ing. Many of the new revenue proposals 
will be tested, blocked or delayed through 
litigation, and banks which hold the city’s 
notes are not yet overly optimistic as to 
prospects for a satisfactory solution of the 
problem. 


COMPANIES 


The new revenue proposals adopted, some 
of which had to be authorized by a special 
session of the State Legislature, are divided 
into two categories, temporary and perma- 
nent. The temporary taxes are: (1) a 5 per 
cent levy for a period of six months to Feb- 
ruary 28, 1934 on gross incomes of all cor- 
porations, partnerships and individuals deal- 
ing in securities within the City of New York, * 
payable monthly. This tax, most injurious 
to the business of brokers, members of or- 
ganized stock exchanges, is estimated to yield 
$5,000,000. (2) A tax of 1% per cent for the 
Same period upon gross income from opera- 
tions of utility companies respecting trans- 
actions completed within the city, estimated 
to yield $8,300,000; (3) a tax of 4% of 1 per 
cent for the same period upon the value of 
investments of all savings banks and insur- 
ance companies organized under the laws of 
New York State, and having their principal 
places of business and operating within New 
York City. This tax is expected to yield 
$6,400,000. It was opposed by the banks and 
insurance companies at public hearings, but 
savings banks later withdrew active opposi- 
tion. (4) A stock transfer tax of 4 cents on 
each share of stock transferred during the 
emergency six months period. 

The permanent additional revenue is to 
come from (1) a levy on all taxicab fares, 
estimated to yield $8,000,000 yearly and (23 
a 50 per cent increase in water tax rates. The 
proposal to increase water rates received con- 
siderably less opposition than did other im- 
posts, chiefly because the rate has not been 
changed for many years and is not sufficient 
to cover the costs of the water supply sys- 
tem. 


The need for temporary tax receipts of a 
non-recurring character is to offset a certain 
amount of loss on delinquent taxes. About 99 
per cent of New York’s annual receipts are 
annual taxes payable in May and November 
and for years the city has been accustomed 
to borrow in anticipation of taxes due, which 
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when collected were used to repay the tax 
anticipation notes sold. If, in normal times, 
borrowings did not discharge themselves, the 
city sold bonds. For the last two years this 
course has been closed, both because of the 
general market and the city’s financial con- 
dition, the latter being due primarily to de- 
linquent taxes, mainly upon real estate, 
which in 1929 amounted to only $5,697,275 
or 1.14 per cent. In 1932 arrears of such 
unpaid taxes rose to $78,746,670 or 14.9 per 
cent. For the first half of 1933 the figures 
are still worse and for the four years ending 
1932 the accumulated delinquent taxes 
amounted to $198,568,008, property owners in 
many cases finding it more profitable to pay 
7 per cent penalty on arrears than to pay 
taxes due. 

The result has been the impasse created 
by the use of theoretically pledged taxes for 
other purposes, non-liquidation of tax antici- 
pation notes, and the growing financial diffi- 
culties which led banks to force a showdown, 
even at the risk of their own investment. 


TAXING THE STOCK EXCHANGE OUT OF 
NEW YORK 


Driven to revolt by the proposed new city 
taxes upon stock transfers and upon the in- 


comes of brokers, and stimulated further by 
the possibility of avoidance of a large share 
of New York State taxation a proposal to 
move much of the physical securities trading 
machinery of the New York Stock Exchange 
to New Jersey recently received the official 
sanction of the New York Stock Exchange 
and a vast majority of its membership. On 
September 22 arrangements were in progress 
to open a New Jersey Stock Exchange, in 
Jersey City or Newark, under the manage- 
ment and control of the New York Stock Ex- 
change, and it was expected that, if New 
York City’s new tax program was adopted, 
the New Jersey Stock Exchange would be 
ready for functioning October 2nd. 

Such action by the Stock Exchange not 
only would defeat the efforts of the city to 
collect $10,000,000 new revenue from Wall 
Street, but also would result in the loss by 
the State of New York of at least the larger 
portion of the $31,500,000 collected yearly 
from stock transfer taxes under existing 
laws. It would seriously cut into State re- 
ceipts from income taxation, in which the 
City of New York shares, and by depreciating 
the value of Wall Street real property would 
curtail the city’s real estate tax revenue. 
Almost 1,300 out of a total membership of 
1,375 in the Stock Exchange have approved 
removal to New Jersey. 


COMPANIES 


NATIONAL CITY BANK ELECTS 
TRANSAMERICA DIRECTORS 

At the meeting of the stockholders of the 
National City Bank of New York on Septem- 
ber 12th, A. P. Giannini and J. F. Neylan 
were elected directors. Mr. Giannini’s Trans- 
america Corporation is the largest share- 
holder in the bank, owning approximately 10 
per cent of the outstanding stock which was 
acquired when the Bank of America, N. A. 
of New York was sold by Transamerica to 
the National City Bank. Mr. Neylan is 
counsel for the California interests of Wil- 
liam Randolph Hearst and was formerly di- 
rector of the budget of the State of Cali- 
fornia. In this connection, the Banking Act 
of 1953 makes possible the election of direc- 
tors, representative of any considerable mi- 
nority stock interest, through the provisions 
for the multiple voting of stock of national 
banks. 

The directors of the National City Bank 
declared the regular quarterly dividend of 
twenty-five cents a share less tax payable on 
October 2d to stockholders of record Septen- 
ber 16th. 


SMALL LOANS BY UNDERWRITERS 
TRUST COMPANY 

In response to President Roosevelt's sug- 
gestion that banks extend credit more liber- 
ally as part of the N. R. A. program, the 
Underwriters Trust Company of New York 
is opening a small loan department in its 
Bronx office, giving attention to applicants 
for loans ranging from $50 to $500. 

In announcing the new department, C. W. 
Korell, president of Underwriters Trust Com- 
pany, says: “In taking this step, we agree 
so far as small borrowers are concerned, with 
the Administration’s view that banks should 
loosen up the credit pursestrings. Otherwise 
we disagree. The average large borrower 
who has had anything like a legitimate basis 
for bank credit has been taken care of right 
along better than is generally admitted. 
Banks’ losses prove that. 

“But the real ‘forgotten man in banking’ 
these days is the small fellow, from the small 
business man to the individual who has 
never had and probably never will make a 
straight commercial bank loan. The great 
opportunity for banks today, we believe, is 
the opportunity to serve a class of people 
whose credit must rest principally on char- 
acter and earning power. We believe that 
one of the greatest needs in this country 
today is a sound way to make a moderate 
amount of credit more generally available 
to millions of small merchants, consumers 
and wage earners rather than to producers.” 
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KINGS COUNTY TRUST COMPANY 


342, 344 & 346 Futton St., Borough of Brooklyn, City of New York 





Capital, $500,000.00 Surplus, $6,000,000.00 Undivided Profits $716,000.00 





JULIAN P. FAIRCHILD, President 


WILLIAM J. WASON, JR., Vice-President 
HOWARD D. JOOST, Vice-President 
J. NORMAN CARPENTER, Vice-President 
CHESTER A. ALLEN, Vice-President 





FACILITIES FOR SERVICING MORTGAGES 

In view of the existing complexity of han- 
dling mortgage investments a recent leaflet 
issued by the Title Guaranty & Trust Com- 
pany of New York is of interest in offering 
services to large holders of mortgages, who 
for reasons of cost or inexperience must look 
to others for an adequate supervisory serv- 
ice of unquestioned financial responsibility. 
Inadequate service does not provide for the 
maintenance of a margin of value on which 
the safety of a mortgage as an investment 
and peace of mind of the investor must de- 
pend. 

The trust company services provide a means 
of prompt collection of interest and principal, 
of enforcing payment in cases of delinquency 
and performance of other material covenants. 
The examination of these records and insur- 
ance policies will protect the mortgagees in- 
terest and periodical inspections correct prej- 
udicial conditions of waste or abandonment 
and provide a basis for renewal of the mort- 
gage at maturity. Advantages are noted in 
the conduct of negotiations over concessions 
desired by the owners of the property and 
will handle the assignment of rents in case 
of need. Its services also include the super- 
vision (other than legal) of foreclosure ac- 
tion, the management of repossessed property 
and its resale on terms approved by the own- 
er of the mortgage. 


NEW YORK SAVINGS ASSOCIATION 
MEETING 

The fortieth annual meeting of the Sav- 
ings Banks Association of the State of New 
York will be held in New York City on Oc- 
tober 16th and 17th, at the Waldorf Astoria 
Hotel. It will be a memorable convention 
culminating a year which will be long re- 
membered, both in eventfulness and achieve- 
ment. <A five-day post-convention cruise to 
Bermuda aboard the Swedish-American liner 
“Kungsholm” is planned for those wishing 
to participate. 


ALBERT I. TABOR, Secretary 
ALFRED W. ABRAMS, Assistant Secretary 
EUGENE L. VAN WART, Assistant Secretary 


BANKERS TRUST COMPANY CLOSES 
PARIS BRANCH 

The directors of the Bankers Trust Com- 
pany of New York have voted to discontinue 
the operation of the trust company’s office in 
Paris on September 30th which had been 
maintained there for thirteen years and their 
correspondents, Messrs. Morgan et Cie, have 
been asked to render service to the bank’s 
clients. 

S. Sloan Colt, president, in making the an- 
nouncement did not explain any reason for 
the closing but it is generally felt that the 
general decline in the foreign banking busi- 
ness and of the tourist trade to France have 
occasioned the step. In this connection it 
will be remembered that the Bankers Trust 
Company has arranged with the American 
Bankers Association to discontinue the issu- 
ance of A. B. A. Travelers Cheques. The 
operation of the London office of the Bank- 
ers Trust Company will be continued. 


RISE IN EXCESS BANK RESERVES 

A rise in excess reserves of New York City 
banks to a figure slightly under $200,000,000, 
with excess reserves for the country as a 
whole to above $700,000,000, brought further 
weakening of open market money rates in 
the early part of September. The rise in ex- 
cess reserves was chiefly the effect of weekly 
purchases of government securities by the 
Federal Reserve banks at an accelerated rate 
of $35,000,000. The Reserve banks stepped 
up their rate of weekly purchase from 
$10,000,000 to $35,000,000 in August. 

The open market operations are designed 
to facilitate credit expansion by making em- 
ployment of funds unprofitable except in 
customer loans and in purchases of bonds. 
Very little actual credit expansion has ma- 
terialized, because of the dearth of sound 
commercial paper offered and the check im- 
posed upon the bond market by inflation 
fears. 
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GERMAN DOLLAR BONDS 

After protracted negotiations between the 
Reichsbank and a group of American houses 
of issue of German bonds the German Cen- 
tral Bank has agreed to register with the 
Federal Trade Commission under the Fed- 
eral Securities Law the new scrip issued by 
the Konversionskasse in payment of the 50 
per cent of interest on German dollar loans 
which is not being paid in cash dollars. For 
some weeks preceding the agreement early 
this month the Reichsbank refused to regis- 
ter the scrip. 

Acceptance of interest half in scrip and 
half in dollars is virtually forced upon 
American holders of German dollar bonds 
by the Reichsbank, following the German 
decree of June 9th which prohibited German 
obligors from transmitting to American fiscal 
agents funds required to pay interest and 
sinking funds from July 1, 1933. In the 
ease of all German dollar loans except the 
Dawes 7s and Young Plan loan 5%s, which 
continue to receive full interest and sinking 
fund payments in dollars, the scrip plan ap- 
plies, and covers the six months period from 
July 1, 1933. 

DOREMUS & CO. ELECT 

Doremus & Company, international adver- 
tising specialists in the financial field, have 
announced the election as president of the 
company of G. Munro Hubbard, vice-presi- 
dent of the J. G. White Company. Mr. Hub- 
bard, who was a former president of the 
Bond Club of New York, succeeds E. T. Tom- 
linson, Jr., who had been associated with 
Doremus & Company since 1919. ‘The latter 
retains an interest in the company. 

William H. Long, Jr., formerly vice-presi- 
dent, has been elected to the office of chair- 
man of the board and has been succeeded as 
vice-president by Walter H. Burnham, for- 
merly secretary of the company. 


Hugo S. Radt has been elected vice-presi- 
dent of the Sterling National Bank & Trust 
Company. He was formerly a vice-president 
of the Manufacturers Trust Company, and 
before that vice-president of the Capital Na- 
tional Bank, which was merged with Manu- 
facturers. 


George A. Porter has been appointed Dep- 
uty Superintendent of Banks of the State of 
New York with supervision of the liquidation 


of closed institutions. He succeeds August 
Ihlefeld, Jr., who was recently elected execu- 
tive vice-president of the Savings Bank Trust 
Company. 


COMPANIES 


PUBLIC NATIONAL BANK DISSOLVES 
AFFILIATE 

Stockholders of the Public National Bank 
& Trust Company of New York have ap- 
proved of the proposal to dissolve the bank’s 
security affiliate, the Public National Cor- 
poration, in order to comply with the provi- 
sions of the Banking Act of 1933. The assets 
of the corporation have been liquidated and 
amount to a cash dividend of $8.70 a share, 
which will be paid to holders of the bank’s 
stock. This effects no change in the capital 
funds of the bank as stock in the Public 
National Corporation is beneficially owned 
by the stockholders of the bank, and has 
never been included in the bank’s figures. 


COMMUNITY TRUST IN NEW OFFICES 

Executive offices of the New York Com- 
munity Trust and the Westchester Founda- 
tion, heretofore at 44 Wall street, are now 
located at 111 Broadway. Since its estab- 
lishment in 1923, the trust has distributed for 
charitable purposes more than $1,000,000. 
Winthrop W. Aldrich, president and chair- 
man of the governing board of the Chase Na- 
tional Bank, is chairman of the trustees’ 
committee. 

A countrywide survey of Community 
Trusts showed that in over seventy cities, 
these trusts were administering funds with 
a principal amount of $37,500,000 at the close 
of 1982, the total having increased $400,000 
in 1932. Disbursements for last year from 
these philanthropic funds were $1,107,000. 
For the first half of 1933, $96,000 was dis- 
tributed by the New York Community Trust 
as compared with $97,500 for the same pe- 
riod in 1932. The cost of administering 
these funds has decreased annually and is 
now only 58 per cent of the administration 
eosts of the year 1925. 


HARVEY D. GIBSON APPOINTED TO 
BANK COMMITTEE 

Harvey D. Gibson, president of the Manu- 
facturers Trust Company, has been appointed 
a member of the advisory committee assisting 
the Joint Legislative Committee on Banking 
and Investment Trusts in New York State. 
State Senator Thomas F. Burchill is chair- 
man of the Joint Legislative Committee. 


Andrew B. Davison has been promoted to 
assistant cashier in the National Commercial 
Bank & Trust Company at Albany, N. Y., and 
Herbert A. Jones has been selected as assis- 
tant trust officer. Both were formerly with 
the securities department of the bank. 
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DIVIDENDS DECLARED 

Directors of the Chase National Bank 
have declared a quarterly dividend of 35 
cents per share on the 7,400,000 shares of 
$20 par value stock, payable October 1st to 
stockholders of record at the close of business 
September 8, 1933. 

The trustees of the Bank of New York and 
Trust Company have declared a dividend of 
$3.50 per share payable on October 2, 1933 
to stockholders of record September 22, 1933. 

Guaranty Trust Company of New York 
has been appointed Registrar of the Pre- 
ferred, Participating and Founders stocks of 
the New York Shipbuilding Corporation. 


The Brooklyn Trust Company declared a 
regular dividend of $1.00 per share payable 
October 2d, to stockholders of record Septem- 
ber 25th. 


The Fulton Trust Company declared a 
regular dividend of $3 per share, payable 
October 2d, to stockholders of record Septem- 
ber 25th. 


The regular quarterly dividend of 45 cents 
per share was declared on the capital stock 
of the Chemical Bank & Trust Company, pay- 
able October 2, 1933 to stockholders of record 
September 19, 1933. 


The board of directors of the Guaranty 
Trust Company of New York have declared 
a quarterly dividend of 5 per cent for the 
quarter ending September 30, 1933, payable 
on that date to stockholders of record Sep- 
tember 8, 1933. 


At a meeting of the board of directors 
of the Bank of the Manhattan Company a 
quarterly dividend at the rate of 50 cents per 
share was declared payable October 2, 1933 
to stockholders of record on September 14. 

The United States Trust Company has de- 
clared an extra dividend of $10 per share 
along with the regular quarterly dividend of 
$15, payable October 2, to stockholders of 
record September 20th. 


Manufacturers Trust Company is transfer 
agent for 200,000 shares, no par, common 
stock of Federal Screw Works. 


Charles S. Pharis has been appointed as- 
sistant treasurer of the Marine Trust Com- 
pany of Buffalo, N. Y., and August G. Hasel- 
bauer has been made comptroller. 
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A FINE ESTATE TO “LIQUIDATE” 

The New York State Transfer Tax reap- 
praisal of the estate of Joseph A. Strasser 
listed the following unusual assets having 
an estimated value of more than $11,000 at 
the time of the decedent’s death: 

Thirty-five cases of various brands of 
Seotch Whiskey, twenty-three cases of Old 
Reserve Bourbon, eighteen cases of Gwyn- 
brook, twenty cases of Mount Vernon, sev- 
enteen cases of Old Beveridge, four cases 
of Methusalem, four cases of Canadian Club, 
seventeen cases of Theleo dry gin and nine 
eases of Hygrade dry gin, four cases of Bae- 
eardi, three cases of champagne, four cases 
and several bottles of various brands of 
sauterne, a quantity of cordials and wines, 
and one barrel of apple brandy. Wnough! 
Our editorial tongue can stand no more 
of it! 

But the experience in this estate was evi- 
dently more satisfactory to the heirs than 
in the Brooklyn case about a year ago where 
the heirs instituted action against three in- * 
dividual executors of the estate who were 
alleged to have consumed approximately 
$4,000 worth of pre-Volsteadian liquors be- 
longing to the estate, during the period of 
administration. 


The Bank of the Manhattan Company has 
announced the election of Philip A. S. Frank- 
lin, Jr., as assistant vice-president. Mr. 
Franklin was formerly a partner of C. D. 
Halsey & Company. He will be in charge of 
the bank’s new branch office at Madison ave- 
nue and Sixty-fourth street. 


At a meeting of the board of trustee of 
the Title Guarantee & Trust Company, John 
Y. Robbins was elected vice-president in 
charge of trusts, Thomas A. Foster, trust 
officer, Frank M. Votaw and Alfred M. Le- 
fevre, assistant trust officers, and William 
H. Deatly, comptroller. 


The board of trustees have declared a divi- 
dend of 20c. per share, payable ‘September 
30, 1933 to stockholders of record at the close 
of business September 21, 1933. 


The New York Trust Company, yesterday, 
declared a regular quarterly dividend of $1.25 
per share, payable September 30th. 


The Chase National Bank will open its 
first Puerto Rican branch office late in Octo- 
ber, the bank having applied both to the 
Federal Reserve and the insular authorities 
for permission to open such an office. 
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McLAUGHLIN NAMED TO R. F. C. LOAN 
AGENCY 

George V. McLaughlin, president of the 
Brooklyn Trust Company, has been named 
chairman of the advisory committee of the 
Reconstruction Finance Corporation loan 
agency of the New York Federal Reserve Dis- 
trict. Jesse H. Jones announced the ap- 
pointment of Harvey D. Gibson, president of 
the Manufacturers Trust Company, to be a 
member of the same advisory committee, suc- 
ceeding George W. Davison, president of the 
Central Hanover Bank. 

Mr. Davison formerly was chairman of the 
advisory committee, but resigned when he 
became a member of the board of directors of 
the Federal Reserve bank. Mr. McLaughlin 
formerly was vice-chairman of the com- 
mittee. 


SAVINGS INVESTMENT & TRUST 
COMPANY EXPANDS 

The Savings Investment and Trust Com- 
pany of East Orange, New Jersey, has ab- 
sorbed the Trust Company of Orange which 
becomes the Orange branch of the Savings 
Investment and Trust Company, and Fred- 
erick Cramer, formerly vice-president of the 
Trust Company of Orange continues in 
charge as assistant vice-president. The mer- 
ger, providing for an exchange of stocks, was 
ratified by the stockholders of both institu- 
tions on Sept. Ist. and was effected on the 
following day. 
Association 
of evening 


The Newark Clearing House 
has announced discontinuance 
banking hcurs for its members. 


COMPANIES 


WESTCHESTER TITLE IN HANDS OF 
STATE 

The Westchester Title and Trust Company 
has been placed under the control of State 
‘Superintendent of Insurance George S. Van 
Schaick for the protection of creditors and 
investors. The company has outstanding 
guarantees on mortgage principal of $64,783,- 
000. It was organized in 1902 as a mort- 
gage company and in 1922 added a banking 
business. The corporation withdrew from 
the banking business last February, full pay- 
ment being made to all depositors. 

A plan for reorganization of the company, 
submitted with the papers, calls for carrying 
J. Crawford Stevens, Reginald P. Ray, Thom- 
as E. Foster, A. E. Prout and Henry A. 
Mayers, present officers of the company, Over 
ty positions in the new corporation. whicn 
will be known as the Westchester Title & 
Mortgage Corporation. 

The Montclair Trust Company of Mont- 
clair, New Jersey, on September I1st ab- 
sorbed the Peoples National Bank which it 
has controlled through stock ownership since 
1926. The Peoples National Bank will be 
operated as the Peoples branch of the Mont- 
clair Trust Co. under the charge of Arthur 
Haight, formerly cashier there. 


Edward D. Duffield, president of the Pru- 
dential Insurance Company of Newark, N. J., 
has stated that the company, to cooperate 
with the Home Owners Loan Corporation 
and relieve home owners where possible, will 


accept such bonds where they represent the 
full value of the company’s claim. 








CONDITION OF GREATER NEW YORK TRUST COMPANIES 


Surplus and Undivided 
Profits, 
June 30, 1933 June 30, 1933 


Capital 


Anglo-South American Trust Co $1,000,000 
Bank of The Manhattan Co......... 20,000,000 
Bank of New York & Trust Co 6,000,000 
Bankers Trust Co 25,000,000 
Bronx County Trust Co 1,550,000 
Brooklyn Trust Co 8,200,000 
Central Hanover Bank and Trust Co. 21,000,000 
Chemical Bank & Trust Co.......... 21,000,000 
City Bank Farmers Trust Co 10,000,000 
Continental Bank & Trust Co 4,000,000 
Corn Exchange Bank & Trust Co. ... 15.000,000 
Corporation Trust Co 500,000 
Empire Trust Co 6,000,000 
Fiduciary Trust Co 1,000,000 
Wereom Brust Co... 2... ccc cece cece es SOO 
Guaranty Trust Co...-...........0.. $0,000,000 
Irving Trust Co 50,000,000 
Kings County Trust Co 500,000 
Manufacturers Trust Co............. 32,935,000 
Marine Midland Trust Co 10,000,090 
New York Trust Co 12,500,000 
Title Guarantee & Trust 10,000,000 
United States Trust Co 2,000,000 


$508,989 
31,931,681 
9,413,501 
62,519,452 
520,271 
5,364,869 
61,112,476 
46,856,313 
11,934,405 
4,546,615 
17,535,813 
195,046.61 
2,569,167 
1,139,061 
3,059,541 
177,266,269 
62,863,059 
6,716,685 
20,297,483 
5,272,820 
21,694,456 
10,521,098 
27,052,401 


Deposits, 


$2,874,532 
381,960,134 
144,377,147 
693,872,807 
10,976,458 
95,232,011 
635,399,509 
345,488,802 
40,618,822 
46,207,602 
237,947,370 


67,336,270 
9,406,508 
16,398,000 


1,087,621,195 


429,438,233 
26,284,318 
368,460,994 
67,437,472 
272,457,540 
30,844,000 
65,871,753 


Par 
100 


100 
10 
20 

100 
20 

10 

20 

10 


Bid Asked 


183 
1620 





TRUST COMPANIES 


Philadelphia 


Special Correspondence 


BUSINESS CONDITIONS IN PHILADELPHIA 
SHOW UPWARD TREND 


The upward trend of factory employment 
and payrolls which has been manifest since 
early April made further substantial progress 
in recent weeks. Pennsylvania manufactur- 
ing industries in July increased the num- 
ber of wage earners employed by about 100,- 
000 and the dollar amount of payrolls rose 
about $17,000,000, compared with the low lev- 
els in March of this year and July of 1932. 
Readjustment of wages and working hours 
made necessary through codes adopted dur- 
ing August added substantially to factory 
employment and wages. 

Industrial activity in general expanded 
during July but since then have displayed a 
tendency to pause, due not only to uncertainty 
as to the application of codes, but also to sea- 
sonal influences. According to reports to the 
Federal Reserve Bank of this district buy- 
ing of finished goods directly from factories 
fell off somewhat lately after an unusual rise 
in activity which extended from March 
through July. 

While current sales continue to exceed ma- 
terially those of last year, new or re- 
peat orders have not been as voluminous 
as they had been prior to August. Behind 
this let-down there is noticeable a marked 
degree of uncertainty brought about by the 
rise in costs of production, distribution and 
the replacement of merchandise largely un- 
der the industrial recovery act. 

The volume of unfilled orders at about the 
middle of August was smaller than in the 
previous month in most of the reporting es- 
tablishments; it appears to be large enough, 
however, to assure production for several 
weeks at a considerably higher rate than lasi 
year. It must be remembered that this is 
usually a dull period in point of additional 
buying, since seasonable merchandise hardly 
starts moving before the middle of August. 
Compared with a year ago, the present vol 
ume of forward business is appreciably larg- 
er, 


Loans and investments of $54,057,259 were 
reported by the First National Bank of Phila- 
delphia in its statement at the opening of 
business Sept. 13th. Totals for other items 
were: Due from banks, $7,748,026; exchanges 
for clearing house, $894,152; cash and re- 
Serves, $3,495,977, and deposits, $55,904,319. 
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ULTIMATUM TO CLOSED BANKS 

The Secretary of Banking of Pennsylvania 
has given Pennsylvania’s seventy-two restrict- 
ed state banks thirty more days in which to 
show that they are making real efforts to 
reorganize for full operation. In this ulti- 
matum, the ‘Secretary said that he will short- 
ly announce the names of those institutions 
which clearly have demonstrated their in- 
ability to reorganize successfully for the con- 
duct of a regular banking business. Obvious- 
ly, he asserts, such institutions must be tak- 
en into possession by the Department of 
Banking for liquidation as have not been able 
to help themselves or to meet the standards 
prescribed. 

The Lykens Valley Bank of Elizabethville 
has been the first of these restricted banks to 
resume normal operations. The Secretary is 
busily engaged in cooperating with the re- 
organization committees of the other insti- 
tutions. 


Domestic coinage by the Philadelphia Mint 
during the month of August consisted of 304,- 
000 pennies, having a value of $3,040. The 
mint also coined 1,750,000 un peso silver 
pieces for Cuba. 
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CLOSED BANKS TAKE HOME LOAN 
BONDS 

Dr. W. D. Gordon, secretary of banking, 
has issued an order affording a wider distri- 
bution of the bonds of the Home Owners Loan 
Corporation. He has instructed all closed 
banks in Pennsylvania to accept bonds of 
the corporation in exchange for real estate 
mortgages they now hold. The way was 
paved for this action several weeks ago when 
Attorney General Schnader ruled that the 
bonds were legal for acceptance by closed 
banks and building and loan associations. 

“Each deputy receiver has been instructed 
to accept bonds in exchange for mortgages 
whenever the face value of the bonds equals 
the indebtedness of the borrower,’ Dr. Gor- 
don said. “Such exchanges can be made 
through the receiver upon final approval of 
the court having jurisdiction over the banks 
in question. The face value of the bonds 
to be offered by the Home Owners’ Loan Cor- 
poration will be determined by the corpora- 
tion after it has appraised the real estate 
behind the mortgages and made the necessary 
investigations. Whenever the amount of- 
fered in the form of bonds is less than the 
indebtedness of the borrower, the matter will 
be referred to the office of the secretary of 
banking for immediate discussion with offi- 
cers of the Loan Corporation.” 


HOWARD C. STEELE HEADS BANK 
AUDITORS 

Howard C. Steele, comptroller of the Gir- 
ard Trust Company, Philadelphia, was elected 
president of the National Conference of Bank 
Auditors and Comptrollers at its ninth an- 
nual convention, held here. 

Other officers elected were Oscar G. Schalk, 
comptroller of the Mercantile-Commerce 
Bank & Trust Company, ‘St. Paul, first vice- 
president; Evan Johnson, assistant comp- 
troller of the First National Bank & Trust 
Company, Minneapolis, second vice-president, 
and C. 'H. Gordon, of Seattle, secretary and 
treasurer. 


(Placed on a restricted basis following the 
nationwide moratorium, the Bankers Trust 
Company of Atlantic City, N. J. is now op- 
erating on an unhampered basis. 

State Senator Emerson L. Richards, chair- 
man of the board, announced the reopening 
with $500,000 in open deposits. Reopening 
of the bank was made possible by the ex- 
change of non-accessible preferred stock for 
the restricted deposits. 


TRUST COMPANIES 


NO RIGHT OF OFFSET AGAINST 
MORTGAGE 


Judge Frank B. Wickersham in the Dau- 
phin County Court in Harrisburg, Pa., re- 
cently handed down a ruling that a deposi- 
tor’s funds in a closed bank may not be 
applied toward a mortgage held by ‘the 
bank. A depositor of the bank had sought 
to have funds on deposit applied as part 
payment on his mortgage, held by the bank, 
but Dr. William D. Gordon, State Secretary 
of Banking, refused to accept the offer. 
Judge Wickersham says in his opinion that 
since the mortgage had been transferred to 
a pool as security for guaranteed mortgage 
participation certificates sold to the bank’s 
customers, “there is an equity in the certifi- 
eate holders who will be injured if this let- 
off is allowed.” 


John A. Eiseman, of the Pennsylvania 
Company for Insurances on Lives and Grant- 
ing Annuities, as president of Philadelphia 
Chapter, American Institute of Banking, an- 
nounces that enrollment for the institute's 
1933-34 educational work is under way. 

The first of the chapter’s meetings will be 
featured by a national A. I. B. broadcast, 
with Newton D. Baker, Secretary of War in 
President Wilson’s Cabinet, as speaker. 

Mr. Eiseman also stated that a series of 
lectures on bank legislation will be given by 
O. Howard Wolfe, cashier of the Philadel- 
phia National Bank. 


President Livingston E. Jones of the First 
National Bank of Philadelphia reports total 
assets of $83,238,14; deposits, $71,778,390; 
eapital, $3,111,000; surplus, $4,000,000; re- 
serve for contingencies, $1,415,600; undivided 
profits, $731,261; reserved for dividends July 
1, $124,440. 


More life insurance 
Penn Mutual Life 


was 


written by the 
Insurance Company in 
August of this year than in any August in 
the last three years, William A. Law, presi- 


dent of the company, announced. The in- 
crease was 38 per cent over August, 1952, and 
15 per cent over August, 1931. 

“This is the fourth consecutive month that 
we have written more business than in the 
corresponding month of last year,” Mr. Law 
said. “The improvement is noted in all sec- 
tions of the country.” 


The Girard Trust Company has declared 
the regularly quarterly dividend of $1 per 
share. 
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IMPORTANT ANNIVERSARIES BY 

PHILADELPHIA TRUST COMPANIES 

The senior trust companies of Philadel- 
phia have noteworthy records of uninter- 
rupted service covering successive genera- 
tions since the earlier days of this Republic. 
Last year the Pennsylvania Company fo 
Insurances on Lives and Granting Annuities 
registered its 120th year since the original 
charter was granted in 1812. This institu- 
tion acquired trust powers in 1836 and the 
same year the present Girard Trust Com- 
pany, as the Girard Life Insurance, Annuity 
and Trust Company, began its successful ¢a- 
reer, celebrating its one hundredth anniver- 
sary three years hence. In 1865 shortly 
after the close of the Civil War the Provi- 
dent Trust Company began its existence as 
the Provident Life and Trust Company, cele- 
brating its seventieth anniversary two years 
hence. In the following year in 1866 the 
Fidelity Insurance Trust & Safe Deposit 
Company came upon the scene and three 
years later came the Philadelphia Trust, 
Safe Deposit and Insurance Company, these 
two institutions welded in 1926 as the Fidel- 
ity-Philadelphia Trust Company. 

In the year 1871 the Northern Trust Com- 
pany was organized and the same year saw 
the organization of the Guarantee Trust and 
Safe Deposit Company, the latter now a part 
of the Tradesmens National Bank and ‘Trust 
Company. The Real Estate-Land Title and 
Trust Company is a composition of the Land 
Title and Trust Company organized in 1885 
and of the former Real Estate Title Insur- 
ance & ‘Trust Company, the latter incor- 
porated in 1876 as the first title insurance 
company in the United States. In 1885 came 
the Real Estate Trust Company and five 
years later the Germantown Trust. Com- 
pany. 





PENNSYLVANIA BREVITIES 


At a meeting of the stockholders of the 
Potter Title & Trust Company it was voted 
to increase the authorized capital stock from 
$500,000 to $1,000,000. The half million in- 
crease will be in 25,000 shares of $20 par 
value which at $30 per share will increase 
the surplus $250,000. New certificates will 
soon be sent to stockholders at the new par, 
each holder to receive five new shares for 
each of the former $100 par value shares. 

John A. Byerly, trust officer of the Fidelity 
Trust Company, is on a cruise to cities of the 
Spanish Main, in the Caribbean Sea. 

The Mellon National Bank reports total 
resources of $236,454,537; deposits, $199,666,- 
649; capital, surplus and undivided profits 
$25,274,018: total loans and investments 
$196,520,906, due from Federal Reserve bank 
$16,679,000. 

teorganization and reopening at an early 
date of the Farmers and Mechanics National 
sank of Mercer has been authorized by the 
Comptroller of the Currency. 

The authorization calls for the formation 
of a new bank which will be known as 
the Farmers and Mechanics National Bank 
in Mercer, Pa., which will have a capital 
stock of $50,000 with a paid-in surplus of $10,- 
000. Five hundred shares of stock valued at 
$120 each will be issued. Of this amount 
$40,000 must be subscribed by the present 
stockholders and the remainder will be avail- 
able to the depositors or the general public. 
If the reorganization plan succeeds, 55 per 
cent of the deposits of record on March 4th 
will be available. 

Plans for reorganization have been sub- 
mitted to Harrisburg by the Erie Trust Com- 
pany, Bank of Erie Trust Company and the 
American State Bank. 


CONDITION OF PHILADELPHIA TRUST COMPANIES 


Surplus and 
Undivided 
Profits 
June 30, 1933 June 30, 1933 4 


Capital 
had $6,700,000 
500,000 
1,400,000 


Fidelity-Philadelphia Trust Co... 
Frankford Trust Co 

pepe TRUM... 5... cece ces 
Girard Trust Co 4,000,000 
Industrial Trust Co 882,250 
ee 2,987,920 
Liberty Title and Trust..............%. 1,000,000 
Ninth Bank and Trust 1,375,000 
North Philadelphia Trust.............. 500,000 
Northern Trust 

Penna. Co. for Insurances, ete 
Provident Trust 

Real Estate Land Title and Trust 
Real Estate Trust 


7,500,000 
3,000,000 


Deposits 
$16,333,246 325 
1,165,356 
3,061,054 
9,951,070 
2,681,494 
3,170,145 
1,268,196 
1,720,219 
1,073,655 
2,338,032 
18,680,955 
13,542,428 
8,729,134 
2,222,981 


$80,900,696 
6,575,798 20% 
13,229,263 17% 
86,561,881 76 
8,584,086 11 
39,446,721 4 
5,028,139 48 
14,555,621 10% 
4,618,121 60 
9,271,455 350 
184,893,280 23% 
32,255,768 330 
25,427,529 9% 
7,764,144 86 


Figures furnished by Belzer and Company, members of Philadelphia Stock Exchange. 
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THE BANKER’S ROLE AS A 
CONSERVATIVE FORCE 


(Continued from page 243) 


Need for Better Bank Management Rather 

than Legislation 

No amount of legislative restriction or ad- 
ministrative regulation can provide an ade- 
quate substitute for sound judgment on the 
part of the individual banker. All our laws 
and administrative policies should be aimed 
primarily at raising the standard of bank 
management. If the states will not or can- 
not do this, then the National Government 
must do it. First and foremost, we need 
much stricter regulations covering the es- 
tablishment of banks—not only with regard 
to the number and size of banks, but even 
more with regard to the qualifications of 
bankers. To become a lawyer or a_physi- 
cian, a2 man must go through a long and 
arduous course of training, pass an exhaus- 
tive examination, and obtain a public certifi- 
“ate of competence. But to become a banker 
seems to be regarded as a sort of inalienable 
human right. If every candidate for an ex- 
ecutive position in a bank were required to 
produce as good evidence of his knowledge, 
experience, and qualifications as is now re- 
quired of candidates for the bar, a prolific 
source of banking difficulties might be re- 
moved. 

There are a few principles of practical 
bank operation that have been widely enough 
disregarded in the recent past to make them 
worthy of special mention. Broad changes 
have taken place in the methods of financing 
business operations in this country in recent 
years, and these changes made it more and 
more difficult for banks to keep their assets 
in a liquid condition. Closely allied to this 
problem is that of the segregation of deposit 
accounts of different classes. The commer- 
eial banks of this country have a huge 
amount of savings deposits, treated as time 
deposits, although in practice they are vir- 
tually demand deposits. Not enough atten- 
tion has been given to the liquidity of the 
assets underlying this class of account. An- 
other related problem is that of bank in- 
vestments in real estate mortgages. It has 
been a recognized principle of banking for 
many years that real estate is not a suitable 
investment for commercial banks, but banks 
have never fully lived up to this principle, 
and in recent years both legislative regula- 
lations and banking practice have, in many 
‘ases, been deplorably lax in this respect. 

Many of the banks that have come to grief 
in this country have done so largely because 
they have become involved to a_ shocking 


extent in real estate financing. These few 
concrete suggestions are intended merely to 
point to some of the more obvious ways in 
which our banking practice can be improved. 
Underlying and antecedent to them all is 
the need for a more uniformly high grade of 
bank management. The weeding-out process 
has been going on very swiftly and painfully 
in recent years; and, for all its disastrous 
features, our banking system is a better and 
stronger system because it has taken place. 
o%o° 
DELAWARE BANKERS HOLD ANNUAL 
MEETING 

Opposition to the artificial inflation of the 
American dollar was voiced by the Delaware 
Bankers Association at its annual meeting at 
Rehoboth, Delaware. The Association adopted 
a resolution as “Unalterably opposed to any 
method of artificial inflation that would de- 
base our currency or would lessen the pur- 
chasing power of our dollar;” but 
praised in another resolution the methods 
adopted by the administration in meeting the 
economic emergency. Full support to the 
President was pledged by the Association. 

In the principal address at the meeting, 
Franklin 8S. Edmonds of Philadelphia, presi- 
dent of the National Tax Association, criti- 
cized the multiple forms of taxation because 
of lack of coordination between federal, state 
and local taxes; and scored heavy cost of 
government as undoubtedly a factor in pro- 
longing the depression. 

Governor Buck and Senator Wolcott, both 
of Delaware, voiced approval of the recent 
banking legislation tending to unified control, 
and also of the guarantee of deposits plan. 
The value of a credit bureau in every bank- 
ing area and its function, were discussed by 
George D. Snyder of Reading, Pa. 

Caleb M. Sheward, vice-president of the 
Wilmington Trust Company, was. elected 
president of the association, succeeding Dan- 
iel Hirsch, president of the First National 
and Trust Company of Milford. Other offi- 
cers were elected as follows: Joseph L. Ca- 
hall, vice-president of the Farmers Bank of 
Georgetown, vice-president ; Warren K. Ayres, 
assistant treasurer of the Wilmington Trust 
Company, secretary and treasurer; and 
Thomas J. Mowbray, vice-president of the 
Security Trust Company, member of the 
executive committee. 


also 


The New Jersey Bankers Association has 
announced a new official organ to be issued 
quarterly under title of “The Bulletin” un- 
der editorship of Lee Chambliss of the Fi- 
delity Union Trust Company of Newark. 
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Boston 


Special Correspondence 
NEW PRESIDENT OF BOSTON SAFE DE- 
POSIT & TRUST COMPANY 

The election of Lyman H. Allen as presi- 
dent of the Boston Safe Deposit -& Trust 
Company has been announced by James Dean, 
chairman of the board and chief executive 
of the trust company. Mr. Allen succeeds 
to the office made vacant by the death of 
Willard T. Carleton, who had served in that 
capacity for litthe more than a year. The 
conservative and distinctive policies which 
have identified the company as one of the 
foremost trust institutions in the country 
are assured continuity. Mr. Allen comes to 
his new office with a wide trust experience, 
having been with the trust company since 
1904, and with a prominent record of service 
in New England corporate fiduciary activi- 
ties. having been one of the organizers of the 
Corporate Fiduciary Association of Boston 
and at present a member of the executive 
committee following duties as vice-president 
of the association. 

Mr. Allen has been vice-president and trust 
officer of the Boston Safe Deposit & Trust 
Company since February, 1929, after a year 
as trust officer, subsequent to which he was 
assistant trust officer. He is a director of 
the Malden Cooperative Bank of Malden, 
Mass., a suburb of Boston. Trust accounts 
of the company, exclusive of custodian ac- 
counts, amount to $250,000,000, an increase of 
over one hundred million in the last six years. 
The financial statement of June 30 shows re- 
sources of $32,714,710, including deposits of 
over 26 millions. Capital of the company is 
$2,000,000 and surplus and profits, $3,857,041. 


Immediate release of more than $750,000 


of deposits in the Western Massachusetts 
Bank & Trust Company of Springfield, Mass. 
has been made possible through approval by 
the State banking department and the su- 
preme judicial court of a plan under which 
certain of the assets will be transferred to 
the Springfield National Bank. 

The First National Bank of Athol, Mass. 
has been granted full trust powers, the Fed- 
eral Reserve Board announces. The bank is 
capitalized at $200,000. 

The Boston chapter, A. I. B., is offering a 
lecture course on “Real Estate Law in Massa- 
chusetts,” by Guy Newhall. There will be 
twelve lectures, covering the following top- 
ics: Nature and forms of interests in real 
estate, deeds and conveyancing, mortgages, 
and leases. 


COMPANIES 


Capital 
$3,000,000 


Surplus 
$3,500,000 


STATE STREET TRUST 


COMPANY 
BOSTON, MASSACHUSETTS 


Welcomes opportunities to 
be of service to individuals, 
firms or corporations in the 
field of general banking or in 
any recognized trust capacity. 


MEMBER FEDERAL RESERVE SYSTEM 








NEW ENGLAND STABILITY 

A review of industrial conditions through- 
out New England gives concrete evidence of 
the continued improvement which marks the 
varied interests of this region. Running 
counter to the usual seasonal decline in in- 
dustrial activity, reports of the Federal Re- 
serve Bank of Boston show an increase from 
June of 9.7 per cent in number of employees 
engaged in 1,448 manufacturing establish- 
ments. An even larger increase is recorded 
in the amount of weekly payrolls which were 
12.7 per cent greater for the month of July. 
The number and liabilities of commercial 
failures declined sharply over those of a 
year ago, while the building and textile in- 
dustries continue high, building contract 
awards showing further improvement dur- 
ing the month. 


William F. Augustine, vice-president of 
the National Shawmut Bank, has been elected 
treasurer of the Massachusetts Bankers As- 
sociation. He is also chairman of the bank 
management committee and a member of the 
insurance committee of the association, as 
well as being active in the affairs of the 
American Bankers Association. 
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EXCELLENT RECORD OF BANK 
REOPENING IN CONNECTICUT 


With the reopening of the Winthrop Trust 
Company of New London, all Connecticut 
‘banks which were closed by the banking holi- 
day have now resumed operations. 

Capital of $250,000 has been subscribed in 
the institution including $100,000 of prefer- 
ence stock, $75,000 of which was taken by 
the Reconstruction Finance Corporation. <Ac- 
cording to the bank’s statement, surplus and 
undivided profits amount to $69,236 and de- 
posits $814,380. assets 


The bank has total 
of $1,133,616, and no notes or rediscounts 
payable. 
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National Bank and the 
First National Bank, both of Haverhill, to 
the Haverhill National Bank was author- 
ized. The sale enabled the immediate dec- 
laration of dividends, and will permit satis- 
fying of all secured claims and 65 per cent 
of the unsecured claims on the closed banks. 

The Transfer Department of the State 
Street Trust Company of Boston has been 
appointed depositary in connection with 
the exchange of stock of the Gluck Mills 
for stock of Wellington Mills, Inc.,; and also 
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The new First National Bank at Port- - 
land, Maine, shows a substantial gain in de- 
posits. Frederick H. Turnbull, formerly 
with the Webster & Atlas National Bank, 
Boston, Mass., was elected president of this 
new bank; Clinton W. Davis of Portland, 
chairman of the board; J. B. Payson, vice- 


The directors of the “tna (Fire) Insur- 
ance Company and its subsidiaries recently 
elected Vice-president W. Ross McCain to the 
office of president, succeeding Ralph B. Ives. 
Mr. McCain in the past thirty years has 


president ; Everett M. Holden, cashier; and 
Frank S. Allen, assistant cashier. 

The First National Bank of Rockland, Me., 
has received a charter to succeed the Rock- 
land National Bank. Homer E. Robinson 
and Joseph Emery, president and cashier 
respectively of the Rockland National Bank, 
will have the same offices in the new bank. 


progressed through practically every phase 
of the fire insurance business. Mr. Ives was 
elected chairman of the board. 


The government cash balance of $1,247,- 
389,348, the greatest in peace time history, 
was attained August 15th. This huge sum 
resulted from allocation of $1,188,901,650 of 


The capital of $250,000 is represented by the offering of 3% per cent Treasury bonds 
$125,000 of preferred and $125,000 of com- of 1941 and the 1% per cent Treasury notes 
mon stock. maturing August 1, 1935. 


CONDITION OF BOSTON TRUST COMPANIES 


Surplus and 
Undivided Profits 
June 30, 1933 
$310,683.60 
3,857,041.64 

327,065.97 
568,375.44 
203,628.70 
2,872,341.10 
5,282,839.35 
109,915.76 
4,036,625.99 
254,836.80 
746,051.48 


Assets 
Trust Dept. 
June 30, 1933 


Deposits 
June 30, 1933 
$716,062.08 
26,379,699.21 
8,752,416.90 
928,989.75 
2,390,643.24 
26,046,653.95 
6,250,977.58 
566,204.34 
56,187,184.17 
5,766,342.02 
9,703,775.04 


Capital 


Banca Commercia'e Italiana $750,000 
Boston Safe Deposit and Trust Co........ 2,000,000 
I aah 6 dk ena’ ee kb HLS 2,500,000 
Fiduciary Trust Co. . 
Harris Forbes Trust Co 
New England Trust Co 
Old Colony Trust Co 
Pilgrim Trust Co.. 
State Street Trust Co 
Union Trust Co 

United States Trust Co 


$250,750,952.98 
5,361,521.70 
92,303 ,983.42 
8,576,811.53 
127,267,688.02 
314,282,883.04 


60,888,315.30 
10,239,315.99 
10,836,159.86 


500,000 
1,400,000 
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Chicago 
Special Correspondence 


SOUND LOAN POLICY 

No bank can be expected to make loans 
which at the time they are made appear to 
be unsound, declared Arthur W. Newton, vice- 
president of the First National Bank of Chi- 
cago in an address before the convention in 
that city of the National Association of Fi- 
nance Companies, attended by 300 finance 
company executives. He also said he saw no 
reason why, under certain restrictions, finance 
paper could not be made eligible for redis- 
count at the Federal Reserve Banks under 
the same terms as paper of solvent manufac- 
turers and merchants is accepted. 

As to bank lending policy Mr. Newton said: 

“Most banks have in the past few years 
lost considerable money on loans which they 
believed, when making them, were good. Cer- 
tainly, with such experience, no bank could 
be expected to make loans which at the time 
of making them appeared to be unsound.” 


Chicago bank clearings for the month of 
August were $865,972,000 as compared with 
$854,876,000 for the same month a year ago. 
This is the first time in many months that 
Chicago clearings have been in excess of the 
corresponding month of the preceding year. 


Dr. Walter Lichtenstein, vice-president of 
the First National Bank of Chicago, was re- 
cently elected president of the Chicago Coun- 
cil on Foreign Relations. He succeeds Adlai 
Stevenson, who resigned to serve with the 
agricultural adjustment administration in 
Washington. 


The Board of Directors of the Northern 
Trust Company, Chicago, declared the regu- 
lar quarterly dividend of $4.50 payable Oc- 
tober 2 to stockholders of record September 
19. This is at the rate of $18 per annum. 


EXCELLENT STATEMENT OF HARRIS 
TRUST & SAVINGS BANK 

The statement of the Harris Trust & Sav- 
ings Bank of Chicago as of August 31st, dis- 
this institution in its usual strong 
condition. As compared with June 30th, de- 
posits show a decline of $3,230,000, and stand 
at $118,270,000. Undivided profits for the 
period increased from $1,824,000 to $2,082,000. 
On the other side of the statement cash and 
due from banks have increased by $134,000 
and now stand at $38,856,000. United States 
Government bonds are carried at $38,906,000 
and their market value is in excess of this 
figure. Of these $13,736,000 are pledged to 
secure postal savings, government and trust 
deposits. This compares with government 
bond holdings of $33,003,000 at the end of 
June. Loans and discounts have increased 
from $29,677,000 to $33,833,000 and the bank’s 
holding of the acceptances of other banks 
have declined by $3,483,000 and now stand 
at $10,842,000. Total assets amount to $136,- 
881,000. 


closes 


FORMER CONTINENTAL-ILLINOIS GROUP 
ORGANIZES INVESTMENT FIRM 

Organization of the Illinois Company of 
Chicago by a group of former officers of the 
Continental Illinois Company, has been an- 
nounced. The new securities house will deal 
primarily in municipal and _ corporation 
bonds. 

Principals of the company will be John S8. 
Loomis, Reno H. Petersen, George F. Noyes 
and Charles Hemingway. Mr. Loomis was 
formerly second vice-president of the Conti- 
nental Illinois Company, with which he was 
associated for fourteen years, while Mr. 
Petersen was formerly sales manager with 
the Continental Company for seventeen years. 


American National Bank & Trust Company 
of Chicago, formerly the Strauss National 
Bank, has leased quarters in the 33 North 
La Salle Street Building, formerly known as 
Foreman National Bank Building. 
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OPERATIONS OF RESTRICTED BANKS 
From recent indications it appears that the 

final chapter in the history of the 156 state 

banks now operating under restrictions, may 
be written before the test of eligibility to the 

Federal Deposit Insurance Corporation is ap- 

plied. O. H. Moberly, Missouri finance com- 

missioner, has tentatively set October 15th 
as the date on which restricted banks must 
suspend operations and undertake liquida- 
tion, unless reorganization is accomplished. 

In accordance with offers of cooperation with 

federal officials recently made by state bank- 

ing authorities, Commissioner Moberly has re- 
quested the banks to schedule assets of the 
character that meet requirements of the Fed- 
eral Deposit Insurance Corporation. It is 
reported that many of the restricted banks 
are making substantial progress toward re- 
opening on a normal basis. 

MICHIGAN GROUP TO PREPARE BANK 

LEGISLATION 

A committee of five and the State Bank- 
ing Commissioner will prepare banking leg- 
islation to be submitted to the special session 
of the state legislature, it has been announced 
here. The group named includes’ several 
bankers and others active in banking legis- 
lation last year. 


THE MANUFACTURERS NATIONAL BANK 


The Manufacturers National Bank, De- 
troit, has issued a statement of condition as 
of August 31st, which shows the bank to be 
in a very strong position. Against total de- 
posits of $46,209,000 they hold cash and ex- 
changes amounting to $19,609,000 and gov- 
ernment bonds in the amount of $12,640,000. 
Total assets are $41,435,000. The bank state- 
ment shows no borrowed money, capital ac- 
count at $3,000,000, and surplus and undi- 
vided profits of $2,211,000. 


An opinion given to the State Bank Com- 
missioner, Elmer A. Benson, by Harry N. 
Peterson, Attorney General of the State of 
Minnesota, holds that banks may borrow by 
issuing capital notes or debentures to the 
Reconstruction Finance Corporation and 
thus, by increasing their capital funds qual- 
ify for admission to the Federal Reserve 
System, There is also nothing in Minnesota 
law to prevent banks from issuing preferred 
stock. 


Ray L. Miller, formerly with the Magnolia 
Petroleum Company, has become associated 
with the Republic National Bank & Trust 
Company of Dallas, Texas. 


COMPANIES 


MIDWEST BREVITIES 

The American Bank & Trust Company and 
the Racine City Bank of Racine, Wisc., have 
been consolidated under the name and char- 
ter of the American Bank & Trust Company. 
No change in personnel is contemplated and 
the Racine City Bank will continue to act, 
its status being that of a station of the down- 
town institution of which Grover C. Wey. 
land is president. W. G. Aschenbrener, ex- 
ecutive vice-president, will continue in charge 
of the Racine City Bank. 


Dunlap C. Clark has been elected president 

and director of the American National Bank 
of Kalmazoo, Mich. a new bank now in pro- 
cess of organization. He resigned as assist- 
ant cashier of the Continental Illinois early 
this year, after thirteen years of service with 
that institution. 
Sanders, for the past twelve 
years president of the Stockyards National 
Bank, has been elected vice-president of the 
Denver National Bank at Denver, Colo. He 
will assume his new position in Septem- 
ber, by which time it is expected that the 
routine connected with winding up the af- 
fairs of the Stockyards National, which is 
now in voluntary liquidation, will be com- 
pleted. 


Herman L. 


H, L. Standeven, vice-president of the Ex- 
change National Bank of Tulsa, Okla., has 
resigned as a member of the state banking 
board, to accept an appointment as assistant 
manager of the Federal Home Loan Bank 
in Tulsa. 


Kk. M. Griffith, former secretary of the 
lowa-Des Moines Company, has been made 
assistant vice-president of the Iowa-Des 
Moines National Bank & Trust Company 
of Des Moines, Ia. 

Work on the navigation dam at Alton at 
a cost of $8,000,000 is about to be started. 
$3,540,000 of this has been assumed by the 
Government in its appropriation for improv- 
ing the upper Mississippi river. 


The constitutionality of the new Minne- 
sota Bank Reorganization Act, has been up- 
held in a district court ruling by Judge Ar- 
thur E. Giddings of Anoka. The Act provides 
that the assent to reorganization plans on 
the part of two-thirds of the depositors of a 
closed bank is binding upon the remaining 
one-third. 
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WIDE LATITUDE TO TRUSTEES IN HUGE 
CHARITABLE TRUST 

A trust fund set up by the will of the late 
Horace H. Rackham, who made his fortune 
as one of the original stockholders of the 
Ford Motor Company, is of particular inter- 
est in the latitude for discretion regarding 
uses allowed to trustees. This fund is set 
up from the entire residuary estate, amount- 
ing to between eleven and sixteen millions, 
and constituting probably the largest single 
bequest made to charity in the history of the 
state of Michigan. The trustees may ex- 
pend the income or principal “for such benev- 
olent, charitable, educational, scientific, re- 
ligious and public purposes as in the judg- 
ment of the trustees will promote the health, 
welfare, happiness, education, training and 
development of men, women and children, 
particularly the sick, aged, young, erring, 
poor or handicapped, regardless of race, col- 
or, religion or station, primarily in the state 
of Michigan,” but also allowing distribution 
“elsewhere in the world.” 

After providing various bequests to rela- 
tives and eleemosynary institutions, inelud- 
ing $100,000 to the University of Michigan 
for student loans, a trust fund of three mil- 
lion is provided for his surviving wife, of 
which the Detroit Trust Company was named 
as trustee, as well as of other trusts for in- 
dividuals totaling $330,000. The trust com- 
pany is likewise appointed as executor of the 
estate which is valued at approximately $20,- 
000,000. The accumulation of this fortune be- 
gan with $5,000 borrowed to invest in the 
Ford Motor Company, which stock Mr. Rack- 
ham sold to the Fords sixteen years lat- 
er for $12,500,000, after drawing more than 
four million in dividends. 


A. G. Bishop, eighty-two years old, recently 
celebrated his sixtieth year with the Genesee 
County Savings, Flint, Mich. He has been 
twenty-one years in the presidency and still 
continues in active supervision. 
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OPENING OF GRAND RAPIDS BANK 


The opening of the National Bank of 
Grand Rapids, Michigan, on August 27, 1933, 
which succeeds to the affairs of the Grand 
Rapids National Bank has released much 
credit previously tied up in Grand Rapids as 
a Reserve City for Western Michigan. 

The new bank has capital funds of $1,000,- 
000, of which $250,000 was contributed by the 
Reconstruction Finance Corporation in the 
form of preferred stock and the balance $750,- 
000 of common stock and surplus was sub- 
seribed by individuals and corporations doing 
business in Grand Rapids, depositors of the 
old bank subscribing twelve and a half per 
cent of their deposits frozen in the Grand 
Rapids National Bank. An initial dividend 
of 50 per cent was released in the form of 
deposits in the new bank. These amounted to 
$6,808,804, on the opening day and they 
have steadily increased since. These were 
the only liabilities of the National Bank of 
Grand Rapids. Against them, cash and ex- 
changes were held in the amount of $5,497,- 
000; bonds at market $564,000; and loans ap- 
proved by the Comptroller’s Department of 
$1,218,000. Joseph H. Brewer has_ been 
elected president of the new bank and other 
officers are as follows: Arthur E. Wells, vice- 
president and cashier; James Victor Stuart, 
assistant vice-president; John Larson, Harry 
Lundberg and A. K. Gibson, assistant cash- 
iers and Russell Fairless, auditor. 


William M. Knutson, former Federal bank 
examiner and now with the trust real estate 
department of the Continental Illinois Na- 
tional Bank & Trust Company at Chicago, 
will succeed Shell R. Smith as receiver for 
the Will County and Joliet National banks at 
Joliet, Ill. Mr. Smith, in charge of the banks 
the past year, has converted holdings of the 
Will County National into a comparatively 
large cash total, and paid all indebtedness 
of the Joliet National to Chicago banks. 





CONDITION OF CHICAGO TRUST COMPANIES 


Surplus and 
Undivided Profits 
June 30, 1933 June 30, 1933 Value 


Capital 
$500,000 
4,000,000 


Boulevard National Bank 
City National Bank & Trust Co 
Continental Illinois National Bank & 
MTR ao ais 5 SGN. Bele Saco OSs ys os 75,000,000 
Drovers Trust 350,000 
First National Bank...................25,000,000 
Harris Trust 6,000,000 
Mercantile Trust 600,000 
Northern Trust 3,000,000 


Deposits Book 


$250,000 
1,000,000 


$8,201,718 153 
79,082,144 125 


26,600,717 
499,665 
18,594,675 
7,824,495 
307,996 
8,355,288 


632,819,314 135 
4,791,811 243 
563,486,200 174 
119,798,405 234 
7,243,254 151 
173,843,585 378 


Furnished by F. M. Zeiler & Co., members Chicago Stock Exchange, 929 Rookery Bldg. 
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Cleveland 


Special Correspondence 


CLEVELAND A. B. A. APPOINTMENT 

Delos J. Needham of Cleveland, Ohio, has 
been appointed General Counsel of the Amer- 
ican Bankers Association to succeed the late 
Thomas B. Paton. Mr. Needham was born 
in Lancaster, Wisconsin, in 1885. He is a 
graduate of the University of Washington. 
He served from 1920 to 1922 as Assistant 
United States District Attorney at Cleveland, 
Ohio. Since that time he has been office 
counsel in charge of the legal department of 
the Central United National Bank of Cleve- 
land. He has also been a member of the 
trust committee of the Ohio Bankers Associa- 
tion for the past three years and is a mem- 
ber of the American and Cleveland Bar As- 
sociations. 


CLEVELAND TRUST COMPANY 
STATEMENT 

The August 21st statement of the Cleve- 
land Trust Company discloses that total as- 
sets have declined from $262,000,000 to $258,- 
000,000. Deposits show a similar reduction 
from the high figures of June 30th and are 
given as $231,840,000. The item of loans and 
discounts on the asset side has been reduced 
by $3,326,000, and is now $172,680,000. Cap- 
ital, surplus and undivided profits are $25,- 
385,000. 


STATEMENT OF FIRST NATIONAL BANK 
OF CINCINNATI 

The First National Bank of Cincinnati is- 

sued a statement as of August 21st in which 


its total assets are given as $58,501,000. De- 
posits are $46,201,000 as compared with $46,- 
186,000 on June 30th. Against these the 
bank holds cash of $10,560,000 and United 
States Government bonds of $12,409,000. 
Loans and discounts amount to $26,176,000. 
Over the period the bank has increased its 
undivided profits by $84,000 and the total 
capital funds now amount to $11,107,000. 


The Toledo Trust Company has issued its 
balance sheet as of August 21st, showing to- 
tal resources of $55,841,000. The deposit lia- 
bility is $46,144,000 and loans and discounts 
amount to $23,138,000. 


The Second National Bank of Cincinnati 
reports resources of $12,327,505; deposits $9,- 
360,220; capital, surplus and undivided prof- 
its of $1,943,175. T. Gordon Gutting is trust 
officer. 


FIFTH-THIRD UNION TRUST COMPANY 


The statements of the Fifth-Third Union 
Trust Company of Cincinnati, Ohio, issued in 
response to a call as of August 21st, shows 
an increase of deposits of $2,030,000, com- 
pared with the figures as of June 30th. De- 
posits are now $67,032,000 and total assets 
have likewise increased from $76,896,000 to 
$79,335,000. Holdings of cash and govern- 
ment bonds have increased $3,281,000 and to- 
tal $24,341,000. Loans are shown at $32,- 
541,000, a reduction of $700,000 and the oth- 
er asset items show no significant changes. 
Capital funds amount to $10,921,000. 


Commenting upon the banking situation, a 
leading Cleveland newspaper says, “as for 
bank loans and their function, we must ad- 
mit that whether they were good banking or 
bad, we got along with them for nearly three- 
quarters of a century. The banks built in- 
dustry or enabled it to build itself, and now 
that the more liberal banks have been :de- 
stroyed and the rest are thoroughly sobered 
we have to reorganize the sources of our cap- 
ital.” 


Bank debits reported by the Toledo Clear- 
ing House Association for August were $89,- 
995,103, compared with $80,688,242 in the 
corresponding month last year. Some of 
the larger stores here report that sales last 
week were double and even triple those of 
the same period last year, while furniture 
and clothing sales during the month were the 
best in three years. 


The August 21st statement of the Central 
Trust Company of Cincinnati shows total as- 
sets of $57,059,000, and desposits of $47,316,- 
000. Net worth amounts to $7,797,000. The 
trust company holds cash and due from 
banks of $6,730,000, United States Govern- 
ment bonds of $5,451,000 and loans and dis- 
counts of $31,893,000. 


Edward J. Hoff, vice-president of the Cen- 
tral Trust Company, Cincinnati, O., is the 
author of a booklet, “Why Limit Yourself?” 
It has found ready response among readers 
in this city and elsewhere. Mr. Hoff ex- 
presses the thought that a community may 
be benefited through the failure of one of its 
banks because the surviving institutions are 
compelled into a realization of their common 
interests and work for the good of the com- 
munity instead of working for their own in- 
dividual interests as before. 
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OHIO BREVITIES 

John E. Wise of Bellevue was selected as 
president of the new Willard United Bank 
which opened recently. Mr. Wise had been 
executive vice-president of the Union Bank 
& Savings Company of Bellevue and was also 
chairman of the Finance Committee of the 
new Monroeville Bank, which institutions ac- 
cepted his resignation to permit him to give 
full time and attention to the Willard in- 
stitution. Mr. Wise is widely known among 
the bankers of the state, having served as 
chairman of the Agricultural Committee of 
the Ohio Bankers Association for a number 
of years. 

J. D, Waddell is the president of the Niles 
Bank Company, successor to the Niles Trust 
Company. D. J. Finney is first vice-presi- 
dent, and John Wilder second vice-president. 
E. L. Traxler, former state examiner, is sec- 
retary-treasurer, assisted by Arthur B. 
Campfield. The new institution wlil carry 
entirely new business in addition to handling 
some of the account work for the old Niles 
Trust Company. 

The Peoples National Bank of Lakewood 
recently opened with Joseph A. Melcher as 
president of the institution, and R. L. Wil- 
liams as executive vice-president. The bank 
has a capital of $200,000, surplus of $40,000 


and undivided profits of $10,000. Milton Rein- 


ker is cashier, and James 8S. Reinker con- 
troller. 

The Orwell Banking Company at Orwell, 
in Ashtabula County, has been licensed to re- 
open following the period in which it was in 
the hands of E. C. Reid, as conservator. Ira 
J. Fulton, state superintendent of banks, is- 
sued the license on an unrestricted basis. 
The bank of Elmore Company, in Ottawa 
County, also has been issued an unrestricted 


license by the state. 


Edward B. Greene, for many years chair- 
man of the executive committee of the Cleve- 
land Trust Company at Cleveland, O. has an- 
nounced that he will discontinue his active 
duties in the management of the bank and 
take over the presidency of the Cleveland- 
Cliffs Iron Ore Company. 


Grove H. Culver, formerly with the Union 
Trust Company of Cleveland, is now with 
the trust department of the Central United 
National Bank of Cleveland. 


taymond Link, formerly with the Ohio 
National Bank at Columbus, O., has become 
the cashier of The National Bank of Lima, 
O., which opened for business recently. 
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MICHIGAN EMERGENCY BANK ACT 
UNCONSTITUTIONAL 

The Circuit Court of Michigan has recent- 
ly decided in the case of State Mutual Fire 
Insurance Company vs. Foster, that the 
Emergency Banking Act recently passed by 
the Legislature in connection with the bank 
holiday is unconstitutional. The insurance 
company had deposited $1,500 in the bank in 
October, 1932, the money to be used in pay- 
ment of the company’s claims. The bank gave 
the company a certificate of deposit and in 
addition a depository bond. of $2,000. During 
the banking holiday the bank suspended pay- 
ment and has since been placed under a con- 
servator. The insurance company made a 
demand on its certificate of deposit and asked 
for judgment. The bank contended that un- 
der the act it did not have to pay. The court 
decided that the Emergency Banking Law 
was unconstitutional in that it impaired the 
obligation of contract. 


MANAGEMENT COMMISSION 
APPOINTMENT 


Ronald Ransom, executive vice-president of 
the Fulton National Bank of Atlanta, Ga., 
has been elected chairman of the bank man- 
agement commission of the American Bank- 
ers Association, and Orval W. Adams, vice- 
president of the Utah State National Bank 
of Salt Lake City, Utah, has been made vice- 
chairman, following the appointment of the 
personnel of the commission at the Chicago 
convention by F. M. Law, president of the 
association. 

Frank W. Simmonds, of the American 
3ankers Association, New York, has been 
made secretary of the commission. 


Francis H. Sisson as president, American 
Bankers Association has announced the ap- 
pointment of a special committee selected 
from the membership of the Association by 
Federal Reserve Districts to cooperate on 
proposed banking legislation looking toward 
the revision of the Banking Act of 1933, 
which he said ‘“‘we shall have to consider at 
the next session of Congress.” The chairman 
of the committee is R. V. Fleming, president 
of the Riggs National Bank, Washington, 
©. ©. 


Thomas G. Wilson, for some years with 
the old National Bank of the Republic, has 
been elected president of the Marion Na- 
tional Bank, Marion, Ind. 
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Pacific Coast 


Special Correspondence 


PACIFIC COAST TRUST CONFERENCE 

The Eleventh Regional Trust Conference 
of the Pacific Coast and Rocky Mountain 
States will be held in San Francisco October 
26th and 27th, it is announced by R. M. Sims, 
president of the Trust Division of the Ameri- 
can Bankers Association and vice-president 
of the American Trust Company of San Fran- 
cisco. Conference headquarters will be the 
St. Francis Hotel. 

Because of the failure of a number of re- 
gional conferences to convene this year, this 
conference is all the more important. The 
conference region embraces the states of 
Arizona, California, Colorado, Idaho, Mon- 
tana, Nevada, New Mexico, Oregon, Utah, 
Washington and Wyoming. 

The general chairman of the conference 
committee is Frank H. Lougher, trust officer 
of the Anglo California National Bank of 
San Francisco, who will be assisted by the 
following committee chairmen: W. J. Kiefer- 
dorf, program committee; Frank J. Brick- 
wedel, hotel registration committee; W. D. 
Lux, entertainment committee; Harry Ge- 
balle, finance committee, and J. E. Drew, pub- 
licity committee. 


TITLE & TRUST COMPANY 
ANNIVERSARY 

Since its inception, twenty-five years ago, 
the Title & Trust Company of Portland, Ore., 
has grown from a modest beginning to a 
powerful institution. This month the com- 
pany passed the quarter century mark, dur- 
ing which time it has issued more than 109,- 
000 title insurance policies, averaging 4.000 
a year during the period. Among the orig- 
inal stockholders were A. L. Mills, J. F. Daly, 
J. C. Ainsworth, F. H. Strong, Henry L. Cor- 
bett and Walter M. Daly, now president of 
the institution. The Title & Trust building 
was erected in 1913. In addition to Mr. 
Daly, officers of the company include: E. C. 
Bronaugh, F. T. Griffith and William O. Daly, 
vice-presidents; Albert L. Grutze, vice-presi- 
dent and trust officer and C. R. Moulton, 
secretary. 


A survey of women bank officers in the 
United States, conducted by Grace 8S. Stoerm- 
er, assistant vice-president, Bank of Ameri- 
“a at Los Angeles, Cal. shows that 2,812 
women today hold official and executive po- 
sitions in banks of the country, including 72 
women presidents of banks. 


CALIFORNIA BANKERS ASSOCIATION 
ELECTS COMMITTEES 

The full membership of the various stand- 
ing committees of the California Bankers As- 
sociation for the year 1933-34 has been an- 
nounced by President William A. Kennedy. 
The following are named as chairmen of the 
committees: Edward Elliott, Security-First 
National Bank of Los Angeles, chairman, 
Committee on Legislation and Taxation; E.V. 
Krick, American Trust Company of San Fran- 
cisco, Banking Practice; J. E. Huntoon, Bank 
of America, San Francisco, Agriculture; 
Prof. B. H. Crocheron of the University of 
California, the advisory board; Gardner Tur- 
rell, California Bank of Los Angeles, Edu- 
cation; Chester A. Rude, Security-First Na- 
tional Bank, Bank Credits; and R. C. Lem- 
mon, Farmers & Merchants National Bank 
of Los Angeles, A. I. B. Committee. 


J. W. Garthwaite of the Bank of America 
in Oakland, was chosen to head the legisla- 
tive committee of the trust section of the 
association as chairman. Other members are: 
Ralph \Spotts, vice-chairman, Title Insurance 
& Trust Company, Los Angeles; Haleott B. 
Thomas, Citizens National Trust & Savings 
Bank, Angeles; Don Cameron, Union 
Bank & Trust Company, Los Angeles; Harry 
Gabelle, California Pacific Title & Trusf 
Company, San Francisco; Grover Grady, 
Wells Fargo Bank & Union Trust Company, 
San Francisco. 


Los 


APPOINTMENTS AT UNITED STATES 
NATIONAL OF SAN DIEGO 

Cc. Arnholt Smith, long associated with 
banking interests in the Southwest and re- 
cently in charge of bank relationships for 
the Bank of America in that section, has 
been appointed vice-president and cashier of 
the United States National Bank of San 
Diego, and has also been elected to the board 
of directors of that institution. 

The United States National Bank also an- 
nounces the appointment of C. J. Wittmer as 
assistant vice-president. Mr. Wittmer had 
previously been assistant cashier of the San 
Diego branch of the Bank of America. 


The Bank of America National Trust and 
Savings Association of San Francisco has de- 
clared a quarterly dividend of 37% cents 
per share and its affiliate, the Bank of Amer- 
ica, a California state bank, a dividend of 
1554 cents per share, both payable October 
1st. Dividends of a like amount were paid 
on June 30, 1933, which was the first pay- 
ment since 1931. 
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NEW BOND DEPARTMENT FOR ANGLO 
CALIFORNIA NATIONAL BANK 

The Anglo California National Bank of 
San Francisco has announced that in ac- 
cordance with the provisions of the Banking 
Act of 1933, the ‘business of the Anglo Cali- 
fornia Company will be conducted as the 
bond department of the bank and will deal 
in United States Government, municipal and 
high grade corporation bonds. 

It was also announced that Paul B. Kelly, 
for the last eleven years manager of Anglo 
California Company and Anglo London Paris 
Company, has been elected vice-president of 
the bank and will continue as co-manager 
of the bank’s bond department with Vice- 
president Mortimer Fleishhacker, Jr. 

Other former officers of Anglo California 
Company promoted to assistant vice-presi- 
dents are Edwin H. Herzog, W. Edwin Spear 
and Dwight K. Tripp. Paul E. Hoover was 
elected a vice-president of the bank. 


The Bank of America recently transferred 
P. R. Williams, vice-president, from the Sev- 
enth and Broadway office, Los Angeles, to 
the Los Angeles main office, where he will 
have charge of the banks and bankers de- 
partment. 


Mr. Williams has been prominent in South- 


ern California banking circles for twenty-five 
years. He is chairman of Group Five, Cali- 
fornia Bankers Association, a member of the 
Public Education Commission of the A. B. A. 
and a past national president of the Ameri- 
can Institute of Banking. 


WINDOW DISPLAY OF THE AMERICAN TRUST COMPANY OF 
SAN FRANCISCO AT A LEADING DEPARTMENT STORE, WHICH 
BANKING 


CLEVERLY CONTRASTS MODERN WITH EARLY 
METHODS 
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NEW BRANCHES FOR NATIONAL BANK.. 
OF COMMERCE OF SEATTLE 

The National Bank of Commerce of Seattle 
has opened three new branches recently. One 
is at Olympia, Washington, succeeding the 
Capital National Bank of Olympia, a second 
at Grays Harbor, and the third in Aberdeen. 

It was learned also that all members of 
the Marine Bancorporation group will event- 
ually become branches of the National Bank 
of Commerce. There will be no change in 
personnel or policy in any of the converted 
banks. 


The Security-First National Bank of Los 
Angeles is installing improved electrical bur- 
glar alarm systems in the vaults of all of its 
122 branch offices throughout Southern Cali- 
fornia. These systems are devised to give 
full protection against the possibility of ac- 
cess to the vaults being forced by tunnelling 
into them. 

The directors of the Security-First Nation- 
al Bank of Los Angeles announce the ap- 
pointment of two new branch officials. 

Robert W. Oram, assistant manager of the 
Forty-seventh and Broadway branch, of 
which he has been in charge since last March, 
assumed the title of manager of that unit. He 
has been with the bank since 1923. Lewis I. 
Pierce, who has been with the bank since 
1918, and was formerly in the Security of- 
fice of the organization, was named assistant 
manager on the branch relief staff. 

E. S. Loescher of the Fresno branch, Se- 
curity-First National Bank of Los Angeles, 

was last month placed at the head 
of all land and appraisal work of 
the bank in the San Joaquin Valley, 
according to an announcement by 
Orval Overall, vice-president and 
manager of the Fresno branch of the 
bank. 

Keeping step with the national re- 
covery, Security-First National 
Rank of Los Angeles has put into 
effect a 5 per cent salary increase 
and a 40-hour week. It benefits 
3.000 employees at the main bank 
and the 123 offices and branches. A 
voluntary code, covering the bank’s 
entire organization, has been signed. 


The board of directors of the 
Wells Fargo Bank and Union Trust 
Company declared the regular quar- 
terly dividend on the bank’s stock 
of $3.25 per share. They also ratified 
the promotion of John Borden t9 
post of assistant cashier. 
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WESTERN FARM STATUS GOOD 

L. O. Ivey, senior vice-president of Citizens 
National Trust & Savings Bank, Los Angeles, 
who recently returned from a trip in south- 
western Arizona, reports the farming inter- 
ests in optimistic mood, due to the prospect 
of good crops. With the favorable outlook 
for strong market prices and government 
cooperation to that end, Ivey shares with the 
Arizona farmers in the belief that the sea- 
son will be a highly prosperous one. The cot- 
ton crop of the southwest is an important 
item in Los Angeles foreign trade, and the 
new crop, in view of the recent marked 
pickup in shipping activity should definitely 
advance the totals of the Los Angeles busi- 
ness volume. 


ZOOLOGICAL CLASSIC FROM CALI- 
FORNIA BANKERS CONVENTION 

“Man has often been classed as an animal, 
but I wonder if you have thought of the fact 
that he is several animals! To start with, 
he is a kid; sometimes he turns out to be a 
good-for-nothing pup. Usually some woman 
comes along and makes a monkey out of 
him. Then he gets married and becomes the 
goat or develops into a mule; occasionally 
he tries the gambling game or to beat the 
stock market and makes a jackass of him- 


self. In his old age, he develops into a wise 
old dog or a sly old fox. Sometimes he en- 
ters the realm of birds and becomes cuckoo. 
Of all the animals, he is the only one that 
can be skinned several times.’ 


Generally favorable reports are received 
throughout the San Francisco area from the 
“trade,” the principal exceptions being in the 
retail field where consumer buying has not 
yet caught up with the advances in other lines 
of activity. Shipping continues to improve 
in both freight and passenger traffic, and par- 
ticularly on the inter coastal lines. One promi- 
nent air transportation company increased its 
business in and out of San Francisco Airport 
during July 966 per cent over the same month 
of 1932 and 375 per cent over June, 1933. 

Following the decision of the Comptroller 
of the Currency to liquidate the California 
National Bank at Sacramento, Cal., checks to- 
taling $2,000,000 for depositors were mailed 
from Washington. Initial dividend checks 
are being paid to about 11,000 depositors. The 
initial dividend represented a 20 per cent 
payment. 

A. Q. Robison, receiver for the California 
Trust and Savings, may apply for an R. F. C. 
loan to pay a dividend. 


C. J. Lord, president Capital National Bank 
of Olympia, Wash., announces total assets of 
$4,810,904; deposits, $4,367,515; capital, sur- 
plus and undivided profits, $443,389. The 
Capital National is a member of the Marine 
Bancorporation group and was founded in 
1890. W. Dale Clark, president of the Omaha 
National Bank, reports resources of practi- 
cally $30,000,000; deposits are $26,459,000: 
circulation, $1,000,000; U. S. Government 
bonds, municipal and corporation bonds, $6,- 
130,000; cash, $9,666,000. 

President W. W. Baker of the Baker-Boyer 
National Bank of Walla Walla, Wash., heads 
the oldest bank in the state. It was estab- 
lished in 1869, and has total assets, $4,001,- 
701, and deposits, $3,578,860. The bank owns 
$1,000,920 worth of United States bonds and 
reports cash and due from banks, $845,433. 

The United States National Bank of Port- 
land is rapidly adding branches. Among the 
latest authorized are Salem, McMinnville, 
St. Helens, Oregon City and Mt. Angel. A. W. 
Brookings is manager at Oregon City, and 
C. F. Gleason, assistant manager. Joseph J. 
Keber is manager at Mount Angel, and Alois 
Keber, assistant. 

The Union Bank and Trust Company, Los 
Angeles, has announced the election of two 
new officers of the bank. In both cases the 
bank’s bond department was the scene of 
promotion, with Louis Meyer, Jr., manager 
of the department since 1929, becoming as- 
sistant vice-president and A. 'B. Fox, assist- 
ant department manager for four years, be- 
ing promoted to assistant cashier. 


Frank H. Lougher, trust officer of the 
Anglo California National Bank, and gen- 
eral chairman of the eleventh regional trust 
conference to be held in San Francisco on 
October 26th, has appointed the following 
committee heads to assist him: W. J. Kiefer- 
dorf, program; Frank J. Brickwedel, regis- 
tration; W. D. Lux, entertainment; Harry 
Geballe, finance, and J. E. Drew, publicity. 


Philip A. Kuhn, former secretary of the 
German American Savings Bank, has joined 
the staff of the Union Bank & Trust Com- 
pany of Los Angeles. 


H. D. Ivey, president of the Citizens Na- 
tional Trust & Savings Bank of Los Angeles, 
announces the appointment of Ralph Ed- 
wards, assistant cashier of the head office, as 
manager of the Western-Virginia branch, and 
the transfer of H. W. Stockfish, former man- 
ager of that branch, to the head office at Fifth 
and Spring streets. 
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